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DISCUSSION  OF  TOPICS  ON  THE  PROGRAM  OF  THE 
TENTH  ANNUAL  MEETING 

DEFERRED  AXNUITIES  WITH  RETURN  OF  ALL  PREMIUMS 
LESS  ANNUITY  PAYMENTS 

By  E.  \V.  HYDE 

Mr.  J.  C.  RiETz:  The  Institute  is  greatly  indebted  to  Dr. 
Hyde  for  bringing  to  its  attention  a  method  which  greatly  facilitates 
the  calculation  of  premiums  for  annuity  contracts  providing  for  the 
return  at  the  death  of  the  annuitant  of  the  premiums  paid  less 
annuity  payments  made.  While  it  is  not  a  direct  solution,  the 
method  is  not  so  much  a  method  of  trial  as  that  given  by  either 
Mr.  Manly  or  Mr.  Webb.  Moreover,  Dr.  Hyde  has  made  his 
solution  general  in  that  it  is  applicable  to  deferred  annuities  to  be 
paid  for  by  annual  premiums,  the  single  premium  annuity  being 
the  special  case  of  an  annuity  deferred  one  year  and  paid  for  by  one 
annual  premium. 

I  was  at  first  confused  with  the  notation  in  this  paper  that 
Dr.  Hyde  has  used: 

Rx^:  to  denote  an  accumulated  increasing  insurance, 
Nx„^  to  denote  a  foreborne  immediate  annuity, 
Mxii\  to  denote  an  accumulated  temporary  insurance, 
Exit\  to  denote  the  single  premium  for  a  pure  endowment. 
I  am  not  aware  of  this  being  a  notation  commonly  used,  but  I 
believe  it  is  a  very  logical  and  convenient  one. 

Dr.  Hyde  seems  to  put  most  stress  upon  formula  (2)  in  his 
paper,  but  to  my  mind  formula  (i)  is  of  greater  interest  and  I  shall 
confine  my  remarks  principally  to  it. 

For  convenience  of  reference  we  will  write  formula  (i). 

Dr.  Hyde  states  on  page  i  of  his  paper  that  "m  is  the  number 
of  annuity  payments  of  $1 .00  each  made  to  the  annuitant  before 
his  death."  I  do  not  believe  this  is  an  exact  statement  of  the  case. 
If  we  assume  that  annuity  payments  of  $1 .00  each  are  to  be  made 
annually,  then  m  in  this  formula  is  the  number  of  annuity  payments 
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which  will  be  made  to  the  annuitant  before  annuity  payments 
equal  the  total  purchase  price  and  will  always  be  integral  and  will 
be  exactly  equal  to  the  total  purchase  price  or  will  be  less  than  the 
total  purchase  price  by  an  amount  less  than  unity.  In  other  words, 
m  is  the  integral  portion  of  the  total  purchase  price. 

Therefore,  in  order  to  determine  the  gross  annual  premium 
it  is  only  necessary  to  find  by  trial  a  value  of  m  which  when 
substituted  in  this  formula  will  give  a  net  annual  premium,  such 
that  m—i<n{\-\-k){riv)x^ni,  n  being  the  number  of  annual 
premiums  and  1  +  '^  being  the  loading  factor  for  the  gross  premium. 
Such  a  value  of  m  can  be  found  in  very  few  trials. 

On  page  5  Dr.  Hyde  gives  a  graphic  method  of  obtaining  these 
premiums.  The  method  consists  in  determining  four  equidistant 
values  of  the  total  purchase  price  by  the  method  of  trial  and  passing 
a  curve  through  the  points  thus  determined.  The  equation  of  the 
curve  thus  determined  if  plotted  on  a  sufficiently  large  scale  will 
enable  the  reading  of  intervening  values  from  the  graph ;  or  values 
for  intervening  ages  may  be  calculated  by  substitution  in  the 
equation  of  the  curve.  The  values  thus  calculated  will  be  near 
enough  the  true  values  for  most  practical  purposes.  I  believe  that 
even  if  we  wished  to  calculate  the  premium  exactly  for  each  age  by 
means  of  formula  (i)  it  would  be  a  saving  of  time  to  first  approxi- 
mate the  value  of  the  total  purchase  price  by  means  of  the  equation 
of  the  curve  by  means  of  the  graph  and  then  substitute  the  integral 
portion  of  the  value  so  obtained  for  m  in  the  formula.  This 
procedure  would  eliminate  trial  values  of  m  in  the  application  of 
formula  (i)  except  for  the  four  equidistant  ages  used  for  determin- 
ing the  equation  of  the  curve. 

On  page  28,  Vol.  IV  of  The  Record,  Mr.  Webb  gives  the  formula 
for  the  net  single  premium  for  an  annuity  providing  for  the  return 
of  the  unpaid  portion  of  the  purchase  price  as  follows: 

t^+/   ^  _!_/,  I  /\  ^  ^'.r  I  <^'.r+i  I  I  Cx+a 

_   j  Cx+i   .  2Cx+2   ,  I  aCx+a   I 

I    Dx^    Dx   ^ '^    Dx     \ 

in  which  a  is  the  integral  portion  of  the  purchase  price,  /  is  the 
fractional  portion  of  the  purchase  price,  and  i  +  r  is  the  loading 
factor  for  the  gross  premium. 
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It  is  interesting  to  see  how  Mr.  Webb's  formula  may  be  made 
to  take  the  form  given  by  Dr.  Hyde  in  fornuihi  (6). 

Writing  {rA)x  for  -~-  Mr.  Webb's  formula  would  be: 

W).=..+(.+;)W),]|+%t^+....+^"[ 


D:,    '     Dx Dx 

,       .      \  Mx-Mx+a+1   \ 

ax-\-{i-\-r)irA)jc-^  ^-^ > 

Rx+i—  Rx+a  +  i—  (l^I x+a  +  i  ( 


Dx       ^  f 

=  ax-{-ii  +  r)  {rA)x  •  Al^+^-Rx+i  a\  •  ExZ+T 

.•.  (r.l)Ji-(i  +  r)  •  Ax^+T]^ax-Rx+ia]  •  Ex^+T\ 

/     A\    _0'x  —  Rx-{-i  a.   '  Exa  +  i\ 

^''■'^■^      i-(i+r).^,j+TI 

which  is  the  form  given  by  Dr.  Hyde. 

The  following  typographical  errors  in  Dr.  Hyde's  paper  are 
noted: 

iix,  in  formula  (2)  should  be  a^, 

Ex+i  m\  in  formula  (6)  should  be  Ex  ^+7] . 

Mr.  Hyde:  I  have  been  interested  in  Mr.  Rietz's  criticism. 
I  admit  that  his  statement  of  the  problem  is  more  accurate  than 
mine.  I  had  the  idea  in  mind  but  did  not  deem  it  necessary  to 
state  it  formally. 

I  cannot  agree  with  his  correction  of  formula  (6).  This 
formula  should  be  corrected,  but  only  as  I  have  it  in  the  list  of 
errata  which  I  present  in  order  to  have  it  included  in  this  discussion. 
To  find  a;r+i  is  of  course  equivalent  to  finding  a^,  since  ax= 

Dx   ^'^'' 

ERRATA 

Page  I,  seventh  line  from  bottom,  after  the  words  ''gross 
premium  "/()r  {rTr)x  read  {rir')x. 

Page  I,  in  numerator  of  formula  (2)  for  Ox  read  o... 

Page  3,  in  formula  (6)  at  bottom  of  page /or  Qx  read  a.v+i. 

Page  4,  in  formula  (7)  for  Ox  read  a-x+i- 
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INVESTMENTS  OF  LIFE  INSURANCE  COMPANIES 
By  CALVERT  F.  STEIN 

Mr.  Cathles:  This  is  one  of  the  hardest  papers  it  has  ever 
been  my  good  fortune  or  misfortune  to  criticize  or  discuss.  It  is  a 
paper  which  bears  every  evidence  of  most  careful  and  painstaking 
preparation,  but  a  paper  which  makes  it  rather  hard  for  the  average 
reader  to  grasp  what  the  author  is  really  trying  to  say. 

As  nearly  as  I  can  make  out,  his  object  was  to  ascertain  the 
trend  of  investments  by  life  insurance  companies,  to  ascertain  and 
compare  the  rates  of  interest  earned  on  the  principal  classes  of 
investments,  and  to  speculate  upon  the  future  course  of  the  rate 
of  interest  which  we  may  realize  on  our  funds. 

The  trend  of  life  insurance  company  investments  has  already 
been  alaly  dealt  with  by  the  Association  of  Life  Insurance  Presi- 
dents, and  also  authoritatively  although  indirectly  by  the  mere 
publication  of  tables  by  the  New  York  Insurance  Department. 
Reference  to  both  of  those  sources  discloses  that  the  percentages 
which  Mr.  Stein  has  worked  out  confirm  the  percentages  already 
worked  out  and  published. 

The  difference  between  the  rate  of  interest  earned  on  real 
estate  mortgages  and  the  rate  of  interest  earned  on  bonds  (because, 
as  Mr.  Stein  says,  we  may  leave  out  of  account  stocks),  those  two 
classes  of  investments  accounting  for  perhaps  four-fifths  of  the 
investments  of  life  insurance  companies,  has  been  a  matter  of 
general  but  perhaps  indefinite  knowledge.  It  has  been  recognized 
that  on  real  estate  mortgages  a  better  rate  of  interest  is  obtainable 
than  upon  the  high-grade  bonds  in  which  life  insurance  com- 
panies are  permitted  by  law  to  invest  their  funds.  Mr.  Stein  has 
rendered  us  a  service  in  investigating  the  actual  rates  for  com- 
parison and  showing  that  a  life  insurance  company  can  obtain 
nearly  i  per  cent  greater  interest  return  by  investing  in  real  estate 
mortgages  than  it  can  by  investing  in  the  high-grade  bonds  to 
which  it  is  restricted  by  law. 

The  future  rate  of  interest  is  a  thing  on  which  we  may  speculate 
from  now  until  the  end  of  the  war  without,  I  think,  arriving  at  any 
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useful  conclusion,  because  not  only  are  there  a  multitude  of  oppos- 
ing causes,  influences,  and  conflicting  inevitable  things  which  will 
affect  the  rate  of  interest  after  the  war,  but  we  must  also  take  into 
account  the  probability  that  governments  will  attempt  to  handle 
the  monetary  situation  by  legislation.  I  do  not  think  that  it  is 
without  the  bounds  of  possibility  that  we  may  have  entirely  new 
monetary  standards  after  this  war,  perhaps  a  dollar  which  is  fixed, 
not  by  a  certain  weight  in  gold,  but  by  a  certain  amount  of  food 
and  clothing  which  it  will  purchase. 

Mr.  Stein  does  not  take  us  into  his  confidence  as  to  the  source 
of  his  statistics,  except  as  regards  the  reference  to  the  Insurance 
Year  Book  and  to  a  statistician  for,  I  think,  the  Xalional  Under- 
writer; but  I  have  no  doubt  that  he  thoroughly  verified  the  figures 
as  obtained,  and  in  fact  the  other  sources  mentioned  by  me  also 
do  this  in  a  general  way. 

On  the  subject  of  real  estate  Mr.  Stein  remarks  that  there  has 
been  an  actual  decrease  in  the  amount  of  real  estate  holdings  during 
the  last  decade,  not  only  in  the  percentage  which  the  real  estate 
holdings  bear  to  the  assets  of  companies  but  also  in  the  actual 
amount  of  such  holdings.  There  is  no  question  but  what  the 
percentage  has  very  markedly  decreased,  but  the  decrease  or 
apparent  decrease  in  the  actual  amount  between  the  years  1910 
and  191 5  is  813,500,000.  That  was  an  involuntary  decrease, 
because  it  was  the  result  of  a  fire. 

Another  thing  that  is  overlooked  in  this  tabulation  is  the 
depreciation  which  most  companies  find  it  necessary  to  make  in  real 
estate  holdings  after  a  certain  number  of  years.  The  decrease  in 
five  years,  according  to  Mr.  Stein,  amounted  to  about  10  per  cent 
of  the  holdings,  or  about  2  per  cent  per  annum,  which  is  an  ordinary 
rate  of  depreciation.  This  might  have  been  noticed  by  Mr. 
Stein's  own  reference  to  the  remarks  in  the  Massachusetts  Depart- 
ment report  which  referred  to  the  return  upon  real  estate  being 
2  .83  per  cent  upon  the  original  cost  of  something  over  eighty-eight 
millions,  and  3  .  29  per  cent  upon  the  amount  which  the  real  estate 
was  carried  at  in  the  companies'  statements,  obviously  a  much  less 
amount  than  the  cost,  on  account  of  writing  off  depreciation. 

The  limiting  of  his  investigation  to  thirty-six  companies  which 
had  been  in  business  for  twenty-five  years  without  losing  their 
identitv  by  consolidation  or  reinsurance  has  also  I  think  clouded 
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the  issue  a  little  bit.  It  is  a  well-known  fact  that  a  large  numl)cr 
of  the  younger  life  insurance  companies  less  than  twenty-five  years 
old  have  invested  heavily  in  real  estate  in  the  shape  of  home  office 
buildings  (hiring  the  past  five  or  ten  years,  and  it  seems  to  me  that 
in  gauging  the  trend  of  investments  it  would  have  been  more 
valuable  to  us  to  know  the  actual  trend  of  all  companies'  invest- 
ments than  to  know  simply  the  trend  of  investments  in  what  we 
might  call  well-established  companies  twenty-five  years  old  and 
older. 

That  same  thing  shows  up  for  example  in  the  percentage  of 
cash  in  banks  which  he  quoted.  I  had  recently  occasion  to  make 
some  tabulations  of  younger  companies,  and  I  found  that  their  idle 
cash,  the  idle  cash  of  some  twenty  companies — I  was  comparing 
only  a  restricted  class — amounted  to  nearly  10  per  cent  of  their 
assets  as  against  the  i  .93  or  i  .98  per  cent  quoted  by  Mr.  Stein  as 
applicable  to  these  older,  better  estabhshed  companies.  What  I 
had  hoped  for  from  an  investigation  of  company  investments  of 
this  kind  was  more  a  helpful  word  of  warning  for  younger  companies 
in  their  investments  than  simply  a  classification  of  investments  of 
companies  old  in  the  game.  That  a  company  whose  income 
normally  largely  exceeds  its  disbursements  should  carry  as  much  as 
10  per  cent  of  idle  cash  is  a  reproach  to  that  company's  manage- 
ment. Some  young  companies  also  show  too  large  a  proportion 
of  foreclosed  loans  on  their  books. 

]\Ir.  Stein  implies  that  the  yield  on  real  estate  holdings  natu- 
rally will  not  increase  on  account  of  the  high  cost  of  labor  and 
material.  The  increase  in  janitors'  wages,  the  increase  in  cost  of 
supplies  of  all  kinds  for  buildings,  of  course,  does  affect  the  yield 
from  real  estate,  but  I  do  not  think  it  would  affect  very  greatly  the 
actual  yield.  The  increase  in  cost  of  labor  and  material  does  make 
it  harder  to  obtain  a  satisfactory  yield  on  new  buildings,  because 
rents,  while  they  will  naturally  increase,  will  not  follow  quickly  a 
rise  in  cost  of  material.  These  increases  have  but  little  effect  on 
old  buildings  not  in  immediate  need  of  extensive  repairs  or  altera- 
tions, and  I  find  it  a  little  hard  to  accept  them  as  a  very  potent 
influence  in  decreasing  the  real  estate  holdings  of  companies, 
though  they  probably  do  retard  the  increase. 

The  increase  in  investments  in  policy  loans  is  well  known  and, 
as  Mr.  Stein  points  out,  beyond  the  control  of  the  companies  except 
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lo  this  extent:  Most  companies  have  increased  their  rate  of  inter- 
est on  policy  loans  from  5  per  cent  to  6  per  cent.  I  am  inclined  to 
think  that  that  will  have  an  influence  in  slowing  up  the  increase  in 
volume  of  policy  loans. 

Mr.  Stein  states  that  the  hij^h-water  mark  in  policy  loan  invest- 
ments seems  to  have  been  reached  in  191 5.  That  has  not  been  my 
observation  in  any  companies  except  the  very  large  companies  and 
the  older  companies.  My  own  observation  has  been'  that  while 
that  investment  is  increasing  more  slowly  it  is  still  increasing,  and 
naturally  will  increase  in  the  younger  companies  on  account  of  the 
larger  proportion  of  the  volume  of  business  that  is  becoming  entitled 
to  material  policy  loans. 

Mr.  Stein  is  quite  interesting  in  his  investigations  as  to  the 
reasons  for  some  differences  in  investment  yields.  T  rather  think 
that  the  principal  reason  why  western-southern  companies  have 
invested  more  largely  in  mortgages  than  in  bonds  is  simply  because 
of  a  better  understanding  of  such  investments  by  their  officers  and 
managers. 

His  tables  to  show  that  the  rate  of  interest  earned  on  all  funds 
by  companies  investing  most  in  mortgage  loans  were,  of  course, 
unnecessary.  It  is  evident  that  if  mortgage  loans  bear  a  better 
rate  of  interest  than  bonds,  and  these  two  classes  of  investment 
predominate,  then  the  com^any  which  invests  most  in  mortgage 
loans  will  generally  show^  up  the  best  average  interest  rate  on  all 
of  its  funds. 

Mr.  Stein  points  out  that  eastern  companies  earned  on  mort- 
gages 5.344  per  cent,  while  western-southern  companies  earned 
5  .  797  per  cent,  but  overlooks  the  fact  that  eastern  companies  loan 
almost  exclusively  on  city  real  estate,  which  admittedly  and  nor- 
mally produces  a  lower  interest  rate  than  farms.  That  is  in  itself 
almost  enough  to  explain  the  difference  in  the  rate  of  interest  on 
mortgage  loans  earned  by  eastern  companies  and  western-southern 
companies. 

The  reason  for  the  difference  between  the  rate  of  interest  earned 
on  bonds  by  eastern  and  western-southern  companies  is  not  so  easy 
to  find,  although  possibly  the  fact  that  the  principal  bond  markets 
of  the  country  are  in  the  East,  that  the  managers  of  the  eastern 
companies  are  more  familiar  with  such  things,  have  on  their  finance 
committees  and  directorates  men  who  are  in  close  touch  with  and 
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who  are  experts  in  bonds,  may  account  for  the  (Hflference  quite  as 
much  as  the  difference  in  the  laws  of  the  various  states. 

It  is  quite  interesting  to  find  in  this  connection  that  these  same 
eastern  companies  earning  a  higher  rate  of  interest  on  bonds  have 
on  their  books  a  large  amount  of  German  Imperial  government 
bonds,  bonds  of  the  Austrian  government,  thirty-four  odd  millions 
of  Russian  bonds;  all  together  in  European  bonds  and  in  real  estate 
in  those  countries  something  o\-er  one  hundred  and  fifty  millions. 
If  those  bonds  were  valued  by  taking  into  account  the  estimated 
ultimate  return  of  principal,  the  rate  of  interest  might  not  show  up 
quite  so  good  if  the  loss  were  charged  against  interest.  It  is  prob- 
lematical what  German  bonds  will  be  worth  after  the  war  is  over. 

The  fact  that  these  deposits,  or  these  bonds,  real  estate  titles, 
etc.,  so  deposited  in  those  European  countries  are  a  little  less  or 
just  about  the  same  as  the  liabilities  under  the  policies  held  in  those 
countries  does  not  mean  that  a  permanent  depreciation  in  the  value 
of  those  bonds  may  be  disregarded,  because  I  am  quite  sure  that 
people  in  Germany  after  the  war  will  not  be  content  to  accept 
German  bonds  in  payment  of  their  life  insurance  policies  if  those 
bonds  are  selling  on  the  market  at  less  than  par. 

Mr.  Stein  has  guarded  himself  to  some  extent  against  difference 
in  treatment  of  bonds  in  the  annual  statements  of  companies  by 
taking  book  values  and  ignoring  changes  in  market  values. 

In  the  case  of  bonds  purchased  above  par  amortization  auto- 
matically reduces  values  in  the  same  way  as  valuing  on  a  market- 
value  basis  would  do  if  there  were  no  other  disturbing  causes  but 
the  approach  of  maturity. 

A  comparison  of  reduced  book  values  of  bonds  held  by  com- 
panies which  use  the  amortization  basis  with  the  book  values  of 
bonds  held  by  companies  which  retain  the  original  purchase  price 
as  book  values  would  not  be  quite  correct. 

The  amortization  basis  of  valuation  depends  for  its  correctness 
upon  certainty  of  payment  of  the  amount  of  the  bond  at  maturity. 
In  the  present  disturbed  condition  of  affairs  it  would,  I  think,  be 
well  for  every  company  using  the  amortization  method  of  valuing 
bonds  to  investigate  and  decide  for  itself  whether  the  material 
shrinkage  in  market  values  during  the  past  year  is  caused  entirely 
by  disturbed  financial  conditions,  which  will  have  no  eft'ect  on  the 
ultimate  payment  of  the  principal  guaranteed  by  their  bonds  and 
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only  a  temporary  apparent  loss,  or  whether  it  may  not  also 
indicate  a  doubt  in  the  minds  of  the  public  as  to  the  ultimate 
payment  of  the  bonds  at  maturity.  If  there  is  any  doubt  as  to 
payment  at  maturity,  it  seems  to  me  that  this  would  call  for 
abandonment  or  at  least  a  modification  of  the  amortization  basis 
of  valuation. 

This  paper  was  undoubtedly  prepared  before  this  country  got 
actively  into  the  European  war,  and  naturally  such  subjects  as 
Liberty  Loan  bonds,  the  actual  competition  of  the  government  by 
means  of  those  bonds,  with  its  farm-loan  bonds  selling  at  one-half 
of  I  per  cent  greater  interest  rate,  etc.,  were  not  taken  into  account. 
But  I  think  in  considering  the  future  rate  of  interest  which  com- 
panies may  be  able  to  realize  upon  their  funds  we  cannot  ignore 
these  things.  If  this  war  continues  we  will  be  compelled  to  invest 
a  material  percentage  of  our  assets  in  low  interest  yielding  govern- 
ment bonds,  perhaps  as  much  as  10  per  cent  within  the  next  year 
or  two.  So  that  in  addition  to  facing  extra  war  mortality,  enor- 
mous increases  in  taxes,  increases  in  general  expenses  of  all  kinds, 
and,  not  least,  a  loss  of  valuable  employees  (because  it  is  always  the 
best  boys  you  have  in  your  office  that  go  first  into  the  army),  the 
companies  must  also  probably  face  a  material  reduction  in  interest 
earnings,  both  on  account  of  increased  holdings  of  government 
bonds  and  on  account  of  a  material  reduction  in  the  interest  rate 
on  farm  loans  in  many  parts  of  the  country. 

Mr.  Mead:  As  indicated  in  the  early  portion  of  his  paper, 
Mr.  Stein  considers  the  trend  of  investments  among  American  life 
insurance  companies  and  then  analyzes  the  relative  returns  of  the 
various  classes  of  invest  ments.  A  healthy  tendency  is  indicated 
by  the  decrease  in  proportion  of  real  estate,  collateral  loans,  and 
cash  on  hand,  and,  while  it  is  not  explicitly  indicated,  the  proportion 
of  stocks  has  also  steadily  decreased,  which  is  another  healthy 
tendency.  The  percentage  of  policy  loans  has  increased,  due 
doubtless  to  the  increasing  proportion  of  policies  having  cash  loans 
and  the  increasing  amount  of  policy  loans  available  under  individ- 
ual policies  owing  to  their  increasing  age.  Bonds  and  mortgages, 
the  staple  investments  of  life  insurance  companies,  have  been  of 
late  years  increasing  in  importance,  for  in  191 5  they  represented 
over  77  per  cent  of  the  total  admitted  assets  of  the  companies 
investigated. 
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A  preponderance  of  the  bonds  (slocks  being  included  under  the 
same  heading  but  representing  a  small  proportion  of  the  item)  are 
held  among  the  eastern  companies,  whereas  the  tendency  of  the 
western  and  southern  companies  is  toward  mortgages.  This  is 
doubtless  due  to  the  fact  that  the  eastern  companies  have  greater 
facilities  for  investing  in  bonds  than  the  western  companies  and 
are  permitted  by  the  statutes  to  invest  in  those  classes  which  afford 
a  better  interest  return,  whereas  the  western  states  restrict  bonds 
for  the  most  part  to  municipal  bonds,  and  where  there  does  not 
seem  to  be  any  restriction  in  this  direction  it  seems  to  be  the  tend- 
ency of  western  companies,  if  they  enter  the  bond  field  at  all,  to 
select  the  less  remunerative  but  more  stable  classes.  On  the  other 
hand,  the  western  companies  hav^e  greater  facilities  for  investing 
in  the  type  of  mortgages  which  give  a  larger  return,  in  fact,  the 
largest  return,  of  any  class  of  investments  which  are  properly 
available  to  life  insurance  companies.  They  are  on  the  ground 
and  can  choose  more  discriminately,  from  first-hand  inspection  on 
the  part  of  home  office  officials,  those  mortgages  which  give  more 
desirable  returns  without  the  necessity  of  recourse  to  intermediaries. 
To  illustrate:  Our  own  company  has  not  for  several  years  invested 
in  any  mortgages  bearing  less  than  6  per  cent  interest,  whereas  in 
our  own  building  is  the  agency  of  a  large  and  prominent  eastern 
company  which  does  not  secure  for  its  principal  any  mortgages 
bearing  over  5  per  cent  interest.  There  has  also  been  a  tendency 
of  the  larger  companies  of  keeping  out  of  the  more  distant  fields 
in  the  west  which  give  still  more  remunerative  returns  and  which 
have  attracted  the  smaller  companies  located  near  at  hand.  As  a 
result  of  these  considerations  the  analysis  of  Mr.  Stein  shows  that 
the  western  companies  are  earning  on  the  average  5  ^^^  per  cent  on 
mortgages  as  compared  with  55  per  cent  on  the  part  of  eastern 
companies,  whereas  the  eastern  companies  are  earning  4I  per  cent 
on  their  stocks  and  bonds  as  compared  with  4  ^V  P^r  cent  on  the  part 
of  western  and  southern  companies. 

Most  of  the  companies  represented  in  the  active  membership 
of  this  Institute  are  interested  in  mortgage  loans  practically  to  the 
exclusion  of  all  other  investments,  and  therefore  we  are  especially 
interested  in  the  effect  of  the  Federal  Farm  Loan  act  upon  the  rate 
of  interest  which  may  be  secured  under  mortgage  loans.  At  the 
same  time  eastern  companies  are  likewise  interested  in  the  effect 
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of  this  act,  lor  not  onl\'  are  they  now  making  substantial  invest- 
ments in  the  mortgage  field,  but  there  has  been  an  increasing  tend- 
ency shown  among  the  more  progressive  of  them  to  seek  mortgage 
loans  in  the  more  remunerative  western  fields  of  the  country. 
Within  the  last  few  years  one  of  the  very  largest  companies  has 
established  a  farm  mortgage  loan  department  which  has  succeeded 
in  securing  farm  mortgages  bearing  on  the  average  5^-  per  cent, 
tending  to  improve  the  earning  power  of  the  company,  as  the 
average  interest  rate  of  that  company  has  been  of  late  years  but  a 
shade  in  excess  of  4I  per  cent. 

Mr.  Stein  has  dealt  in  an  interesting  manner  with  some  of  the 
phases  of  the  effect  of  the  Federal  Farm  Loan  act,  preceding  his 
discussion  with  a  brief  outline  of  the  scope  of  the  act.  Any 
adequate  treatment  or  discussion  of  this  subject  would  be  not  only 
complex  but  extended,  and  I  shall  not  venture,  owing  to  the  time 
at  my  disposal,  to  more  than  touch  upon  the  subject. 

At  the  recent  Farm  Mortgage  Bankers  Convention  held  in 
St.  Paul  the  president  in  his  annual  address  contended  that  the 
act  was  admitted  by  some  but  was  well  known  by  all  to  be  con- 
structed as  a  political  measure  and  as  a  direct  bid  for  the  farmers' 
vote,  likewise  placing  it  in  the  same  category  in  which  other  acts 
of  recent  years  have  been  placed  by  others.  However,  the  act  has 
as  its  advocates  many  serious  students  of  economic  conditions  in 
this  country,  but  we  can  scarcely  believe  that  the  act  was  required, 
as  many  of  its  advocates  claim,  owing  to  the  dearth  of  capital 
available  for  farm  loans,  although  it  must  be  confessed  that  higher 
rates  have  been  charged  in  some  localities  than  perhaps  were  really 
necessary;  nevertheless,  it  is  fair  to  say  that  these  higher  rates 
prevail  in  the  newer  portions  of  the  country  concerning  which  a 
large  proportion  of  investors  feel  more  or  less  timidity,  which  it 
seems  must  be  the  fate  of  all  new  territories.  If  such  timidity  is 
recognized  as  natural,  and  I  believe  we  must  so  recognize  it,  it  is 
hard  to  believe  that  the  investing  public  will  care  to  invest,  espe- 
cially at  the  low  rates  contemplated,  in  the  farm  loan  bank  mort- 
gage bonds  secured  by  mortgages  situated  in  these  newer  portions 
of  the  country.  In  fact  one  of  the  fallacies  of  the  Farm  Loan  act 
is  the  attempt  to  transcend  a  natural  law  for  money  to  demand 
varying  rates  in  different  sections  of  the  country  due  to  the  tvpe 
of  security  and  to  the  conditions.     Furthermore,  in  certain  sections 
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of  the  country  the  expense  incident  to  transacting  mortgage  busi- 
ness is  greater,  and  when  we  recognize  this  fact  it  must  be  con- 
fessed that  under  the  Farm  Loan  act  some  of  the  mortgagors  will 
bear  an  undue  proportion  of  the  freight. 

It  is  in  the  more  remote  sections  where  the  interest  rates  are 
high  that,  temporarily  at  least,  our  insurance  companies  will  feel 
the  adverse  influence  of  the  Farm  Loan  act.  In  fact  a  company  of 
my  acquaintance  is  feeling  this  keenly  in  the  state  of  Washington 
at  this  time  where  federal  loans  b  re  now  being  offered  to  the  farmers 
on  a  5  per  cent  basis.  This  rate  appears  so  anomalous  to  us  and  so 
contrary  to  the  natural  laws  regulating  interest  rates  as  to  cause 
us  to  believe  that  it  must,  necessarily,  ultimately  have  an  unfavor- 
able influence  upon  the  tranquil  operation  of  the  act.  As  has  been 
well  said,  one  can  for  the  time  being  change  the  direction  of  a  natural 
law  only  to  have  it  appear  in  another  direction  with  unspent  force. 

The  Minnesota  Farmers  Institute  Annual  of  19 16  contains  an 
interesting  analysis  of  the  average  rates  of  interest  and  commissions 
charged  in  various  portions  of  the  country  and  the  sources  of 
capital  seeking  investment  in  mortgage  loans.  It  is  there  indicated 
that  the  average  interest  rate  in  Washington  plus  commission  has 
been  nearly  9  per  cent,  and  that  in  Montana  fully  10  per  cent;  in 
Texas,  9  per  cent,  while  even  in  Minnesota  it  has  been  nearly  7 
per  cent.  It  is  hard  to  believe  that  it  is  natural  to  force  interest 
rates  to  5  per  cent  in  these  sections  even  if  we  may  grant  that  some 
reduction  may  be  secured  without  some  future  disturbance  of 
some  sort. 

Advocates  of  the  Federal  Farm  Loan  act  assign  as  one  of  the 
necessities  of  the  act  the  increase  of  farm  tenancy  in  the  United 
States  as  compared  with  farm  ownership  on  the  basis  that  farm 
tenancy  is  prejudicial  to  the  fertility  of  the  soil.  This  increase 
in  farm  tenancy  and  its  influence  upon  agriculture  is  treated  in  a 
very  interesting  article  by  Professor  Hibbard  of  the  University 
of  Wisconsin,  which  originally  appeared  in  the  International 
Review  of  Agricultural  Economics  and  was  reprinted  in  the  Economic 
World  of  August  4,  191 7,  in  which  he  states  that  farm  tenancy 
throughout  the  United  States  has  increased  from  25^  per  cent  in 
i860  to  37  per  cent  in  1910. 

Another  criticism  of  the  Farm  Loan  act  has  been  in  respect  to 
the  constitutionality  of  the  tax-exempt  feature;   indeed,  the  Farm 
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Mortgage  Bankers  Association  has  raised  a  large  fund  to  test  this 
constitutionaHty.  The  question  is  asked,  Why  should  the  country 
and  the  taxpayers  in  general  be  subsidized  to  the  extent  of  having 
those  who  invest  in  the  bonds  issued  under  authority  of  the  Farm 
Loan  act  relieved  of  taxes  on  their  investments  in  this  direction  ? 
Furthermore,  why  should  the  funds  of  the  United  States  govern- 
ment be  used  without  interest  to  finance  in  the  earlier  days  of  the 
act  the  farm  loan  banks  and  also  bear  a  portion  of  the  expense  of 
administering  the  act?  This  is  a  form  of  subsidy  and  it  is  won- 
dered why  this  should  be  when  it  is  recognized  that  farming  for 
the  last  ten  or  fifteen  years  has  been  extremely  remunerative.  The 
utmost  revolutionary  or  radical  attitude  of  those  who  are  backing 
the  act  is  disclosed  in  the  address  by  Charles  E.  Lobdell  of  the 
Federal  Farm  Loan  Board  at  the  recent  convention  of  the  Farm 
Bankers  Association  already  referred  to.  Judge  Lobdell  does  not 
hesitate  to  state  quite  openly  and  frankly  that  the  joint  stock  land 
banks  authorized  by  the  act  were  devised  for  the  purpose  of  driving 
the  farm  mortgage  bankers  out  of  business  and  that  they  had  better 
take  the  cue  without  any  further  delay  and  become  identified  with 
joint  stock  banks. 

It  is  still  quite  early  to  forecast  the  success  and  progress  which 
will  be  attained  by  the  Federal  Farm  Loan  system,  for  an  article 
in  the  Journal  of  the  American  Bankers  Association  and  reprinted 
recently  in  the  Economic  World  indicates  that  while  approximately 
one  hundred  millions  of  loans  have  been  applied  for,  less  than  four 
millions,  up  to  August  i,  had  been  approved  and  actually  made, 
although  scarcely  less  than  half  of  these  loans  had  been  consum- 
mated prior  to  July  i.  During  July  thirty-four  millions  of  loans 
were  applied  for,  sixteen  millions  were  approved,  and  two  and  one- 
half  millions  closed.  It  is  intimated  that  subscriptions  have 
already  been  received  for  thirty  millions  of  the  bonds,  although  this 
would  not  seem  very  encouraging  to  the  framers  of  the  act  since 
those  originally  fathering  the  plans  contemplated  the  sale  of 
one  hundred  million  to  one  hundred  and  fifty  million  of  farm  loan 
bonds  annually. 

Attention  has  been  called  to  the  fact  that  all  those  on  the 
Federal  Farm  Loan  Board  are  novices  in  the  farm  mortgage  busi- 
ness. It  appears  that  only  one  of  them  has  had  any  actual  expe- 
rience in  this  business.     Furthermore,  the  country  is  divaded  into 
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districts  in  such  a  manner  as  will  gradually  increase  the  cost  of 
the  administration  of  the  business;  for  instance,  eastern  Michigan 
is  dependent  upon  St.  Paul  and  eastern  Montana  upon  Spokane. 
It  will  doubtless  prove  very  expensive  to  make  inspections  at  such 
long  distances.  As  the  institution  is  a  public  one  it  will  be  incum- 
bent that  a  great  many  inspectors  be  employed  who  will  be  at  the 
beck  of  clamoring  farmers  from  different  portions  of  the  district, 
many  of  whom  will  be  ultimately  disappointed  in  securing  loans,- 
for  doubtless  there  will  be  apiilications  for  loans  pending  at  the 
same  time  upon  more  desirable  properties.  Whatever  may  be 
said  of  the  practical  experience  of  the  Farm  Loan  Board,  there  can 
be  nothing  but  praise  as  to  their  political  astuteness.  Minneapolis 
was  given  the  Reserve  Bank,  St.  Paul  the  Farm  Loan  Bank ; 
Richmond  was  given  the  Federal  Reserve  Bank,  greatly  to  the 
outrage  of  the  citizens  of  Baltimore,  and  Baltimore  was  assuaged 
by  being  presented  with  the  Farm  Loan  Bank;  New  Orleans  was 
appeased  by  being  tendered  the  Federal  Farm  Loan  Bank  as  a 
recompense  on  account  of  the  Federal  Reserve  banks  going  to 
Atlanta  and  Dallas;  similarly  Houston  was  given  the  Farm  Loan 
Bank  as  a  requital  for  Dallas  receiving  the  Federal  Reserve  Bank. 
It  is  quite  likely  that  the  conditions  arising  from  the  war  will 
be  a  very  disturbing  influence  in  the  success  of  the  operation  of  the 
act.  It  is  hard  to  conceive  that  investors  will  purchase  these 
bonds,  which  net  only  4^  per  cent  interest  and  which  probably  will 
for  the  most  part  be  based  upon  property  in  distant  portions  of  the 
country,  when  United  States  government  securities  may  now  be 
purchased  to  net  4  per  cent  and  possibly  this  rate  may  be  later 
increased.  Indeed,  aside  from  the  war  it  is  hard  to  believe  that 
a  4I  per  cent  rate  on  these  bonds  would  prove  attractive  to  a 
sufficient  extent  to  make  the  financing  of  the  land  banks  easy. 
The  principle  designated  by  economists  as  the  marginal  disutility 
of  saving  would  seem  to  require  a  higher  interest  return  for  this 
type  of  securities.  No  less  an  authority  than  Professor  Seligmann 
of  Columbia  University  has  recently  stated  quite  explicitly  in  one 
of  the  Columbia  war  papers  that  the  destruction  of  capital  resulting 
from  the  war  is  such  as  to  bring  about  a  gradual  rise  in  interest 
rates.  Even  before  our  government  entered  the  war  causes 
effecting  increase  were  at  work.  Professor  Sprague  of  Harvard 
University  in  an  article  appearing  in  the  United  States  Investor  in 
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November,    1916,  outlines  in  explicit   terms  the    various  causes 
which  it  is  believed  result  in  increased  interest  rates,  as  follows: 

But  ihe  widespread  expectation  of  a  pronounced  advance  in  interest 
rates  after  the  war  does  not  rest  upon  the  somewhat  recondite  ground 
of  the  effect  of  advancing  prices.  For  more  concrete  influences  are  at 
work.  Capital  which  was  in  existence  before  the  outbreak  of  the  war 
in  the  form  of  plant  equipment  and  materials  is  being  destroyed  or  worn 
out  and  not  fully  replaced;  the  labor  force  in  the  warring  countries  is 
being  largely  employed  unproduclively,  fighting  in  the  trenches  or  mak- 
ing war  materials;  government  debts  of  staggering  proportions  are  being 
created;  and  finally,  taxation  burdens  far  exceeding  all  past  experience 
are  impending.  These  are  the  factors  of  which  account  must  be  taken, 
and  all  of  them,  it  is  generally  believed,  are  calculated  lo  bring  about  an 
advance  in  interest  rates. 

Professor  Sprague  reaches  the  final  conclusion  that  there  will 
be  counterbalancing  tendencies  and  reaches  the  opinion  after  a 
careful  and  interesting  analysis  that  there  will  be  a  satisfactory 
market  for  high-class  investments,  such  as  mortgage  loans  and 
bonds,  on  the  basis  of  return  not  very  different  from  that  now 
prevailing.  However,  now  that  we  are  in  the  war  and  the  govern- 
ment rate  has  already  increased  to  4  per  cent,  doubtless  Professor 
Sprague  would  amend  his  more  conservative  statement  as  to  the 
rise  in  interest  rate^  in  view  of  the  undoubted  rise  in  interest  rates 
which  is  taking  place  and  will  almost  certainly  take  place.  It  is 
my  belief  that  for  the  immediate  future,  at  least,  the  companies 
with  which  those  present  here  today  are  connected  will  have  little 
to  fear  from  the  competition  of  the  Farm  Loan  act,  for  it  is  hard  to 
believe  under  the  circumstances  that  these  farm  loan  bonds  will 
be  attractive  at  4I  per  cent  or  even  5  per  cent.  Moreover,  there 
are  many  inherent  other  weaknesses  in  this  system,  a  number  of 
which  have  been  pointed  out  by  Mr.  Stein,  which  will  seriously 
interfere  with  the  operation  of  the  act  and  thus  prevent  its  threat- 
ening the  remunerative  disposition  of  our  fields  for  investment. 
Besides  there  is  a  large  field  of  farm  mortgages  which  is  not  avail- 
able for  investment  under  the  Farm  Loan  act  but  which  is  attractive 
to  insurance  companies. 

Mr.  Cathles:  I  always  like  to  contradict  Mr.  Mead  because 
he  is  such  a  good  fighter.  But  my  observation  in  our  part  of  the 
country  has  been  that  this  farm  loan  business  is  a  success.     It  has 
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reduced  the  rale  of  interest  obtainable  on  farm  mortgages  in  Texas 
already  nearly  i  per  cent,  in  large  sections  of  the  country,  and  the 
loan  brokers  there  tell  us  that  they  have  unlimited  orders  for  these 
farm  loan  bonds  at  4I  per  cent.  These  farm  loan  bonds  are  exempt 
from  a  great  many  taxes.  I  am  not  sure  that  they  are  exempt  from 
all  taxes,  but  I  know  they  are  exempt  from  most  taxes,  and  they 
undoubtedly  offer  a  most  attractive  investment. 

There  was  one  other  point,  if  I  may,  upon  which  I  would  really 
like  to  have  some  other  opinions.  In  considering  these  bond  in- 
vestments by  companies  there  A^as  a  point  that  came  up  in  my 
mind  which  I  couldn't  get  to  the  bottom  of  in  Mr.  Stein's  paper. 
He  compared  bonds  held  by  eastern  companies  and  bonds  held  by 
western  companies.  A  great  many  of  the  western  companies  do 
not  value  the  bonds  on  the  amortization  basis,  and  nearly  all 
eastern  companies,  I  think,  do.  I  think  Mr.  Stein  took  care  of 
that  very  well  in  his  paper  by  referring  only  to  the  book  values  of 
the  bonds,  but  it  raised  this  point  in  my  mind. 

Amortization  depends  for  its  correctness  upon  the  unquestioned 
repayment  of  the  amount  borrowed  at  maturity.  Conditions  are 
so  upset,  will  be  so  upset,  that  it  may  quite  well  be  that  there 
exists  investments  in  bonds  by  life  insurance  companies  which 
may  not  now  be  so  secure  in  their  repayment  as  they  were.  Fortu- 
nately, and  I  disagree  with  Mr.  Stein  in  this  respect,  the  states 
generally  in  the  West  have  been  very,  very  rigid  in  restricting  the 
classes  of  bonds  in  which  companies  may  invest,  and  that  is  going 
to  react  to  enormous  advantage  to  such  western  and  southern  com- 
panies as  have  invested  in  bonds. 

But  I  think  it  would  be  a  wise  thing  for  us  to  keep  in  our  minds 
the  question  of  whether  amortization  is  all  right  for  us  on  such 
bonds  as  our  own  companies  possess,  whether  this  depreciation  and 
continual  depreciation  in  the  prices  of  high-grade  bonds  today  is 
simply  a  result  of  a  rising  interest  rate,  having  no  efifect,  therefore, 
on  principal  values,  or  partly  to  a  little  doubt  as  to  the  ultimate 
safety,  the  ultimate  repayment,  of  the  principal  fund. 

Mr.  H.  S.  Vail:  Mr.  President,  I  think  that  Mr.  Cathles 
touched  upon  one  very  important  phase  and  we  all  can  benefit  by 
giving  attention  to  it.  I  think,  in  the  first  place,  that  this  whole 
subject  is  one  that  will  yield  very  helpful  results.  I  think  we  can 
be  of  great  service  to  any  subject  that  has  to  do  with  such  a  vital 
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phase  of  our  actuarial  work  as  interest  and,  of  course,  the  security 
behind  it  all. 

But  1  refer  now  to  the  idle  money.  Mr.  Cathles  refers  to  the 
fact  that  lo  per  cent  of  the  smaller  western  companies  have  idle 
money.  Let  me  make  just  one  suggestion  in  that  regard.  I 
believe  it  was  entirely  new  to  me  when  it  came.  One  of  our 
largest,  our  very  largest,  national  banks  asked  my  opinion  of  a 
certain  company  that  wanted  a  line  of  credit  of  $400,000.  It  was 
so  novel,  so  unusual,  that  I  questioned  just  what  I  should  say. 
They  wanted  to  know  what  the  status  of  the  company  was,  what 
its  assets  were.  They  said,  ''We  have  the  published  reports  and 
we  have  the  official  reports;  but  we  want  the  opinion  of  an  actuary 
who  knows  how  to  analyze  these  reports  and  can  gi\-e  us  a  business 
man's  statement  as  to  the  effect  of  your  opinion  on  this  company." 
It  was  a  great  compliment  to  be  able  to  take  that  request  and  to 
give  such  a  report.  The  result  was  that  this  company  had  granted 
to  it  a  line  of  credit  of  $400,000. 

For  what  ?  For  one  purpose  only,  and  that  was  to  invest 
Sioo,ooo  of  their  income  before  they  got  it.  It  was  a  constant 
line  of  credit.  If  the  smaller  companies  could  take  this  suggestion, 
go  to  their  local  bank,  get  a  line  of  credit  and  invest  their  income 
which  is  almost  sure  to  come,  inv'est  it  before  they  get  it,  they 
would  have  a  larger  amount  invested  and  a  less  amount  of  idle 
money,  which,  of  course,  absolutely  produces  no  income  and  is  a 
burden  on  the  average.  I  think  that  is  a  suggestion  that  might  be 
put  to  very  practical  benefit. 

Mr.  Cathles:  Mr.  President,  may  I  make  a  correction  in 
what  Mr.  Vail  said  ?  I  did  not  say  that  the  younger  companies  as 
a  whole  had  10  per  cent  uninvested  cash,  but  that  a  restricted 
class  of  about  twenty  companies  which  I  had  investigated  did 
show  up  with  an  average  of  10  per  cent  cash.  It  was  not  all  idle, 
because  the  investigation  showed  about  2  per  cent  interest  income 
on  cash. 

Mr.  Stein:  The  discussion  of  my  paper  by  Mr.  Cathles  as 
well  as  the  discussion  by  Mr.  Mead  are  interesting  to  say  the  least, 
and  I  am  indebted  to  them  for  some  suggestions  which  they  have 
made  which  did  not  occur  to  me  when  preparing  the  paper. 

I  was  quite  aware,  as  Mr.  Cathles  points  out,  that  this  subject 
had  been  considered  by  others  upon  a  number  of  occasions,  but 
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this  paper  was  prepared  by  me  at  the  suggestion  of  some  of  the 
members  of  the  Institute. 

It  was  my  intention  to  present,  in  a  general  way,  the  trend  of 
investments  of  life  insurance  companies  during  the  past  quarter  of 
a  century,  with  no  idea  of  expressing  any  definite  views  upon  any 
class  of  investment,  though  I  did  endeavor  to  emphasize  my  own 
personal  opinion  that  mortgages  were  a  desirable  form  of  invest- 
ment for  life  insurance  companies,  especially  on  the  part  of  many 
eastern  companies  whose  percentage  of  mortgage  holdings  to  total 
assets  was  comparatively  small. 

The  various  tables  given  in  the  paper,  when  no  authority  was 
given  for  their  accuracy,  were,  for  the  most  part,  the  results  of 
calculations  made  from  the  figures  given  by  the  companies  in  their 
statements  to  the  various  insurance  departments  and  therefore 
it  did  not  seem  to  me  necessary  to  give  the  source  of  such  informa- 
tion, as  Mr.  Cathles  seems  to  think  should  have  been  done,  though 
it  may  be  proper  to  state  that  the  results  were  checked  a  second 
time  in  order  to  avoid  possible  error  in  the  results. 
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ACCUMULATION  FORMULAS  FOR  DISABILIT\'  RKSERVES 
By  J.  C.  RIETZ 

Mr.  Graham:  The  suggestion  which  Mr.  Rietz  puts  forward 
in  his  paper  is  timely.  Many  of  us  have  a  liking  for  the  accumula- 
tion or  continuous  retrospective  method  of  computing  reserves,  and 
its  use  is  particularly  apt  in  connection  with  reserves  for  benefits  of 
a  somewhat  complicated  nature,  such  as  those  generally  granted  by 
companies  on  disability.  Especially  useful  is  the  suggestion  when 
complete  tables  of  n  and  k  are  coupled  with  it.  I  believe  that  Mr. 
Rietz  is  the  first  to  call  our  attention  to  the  advantages  of  the  accu- 
mulation formula  in  connection  with  reserves  for  disability  benefits. 

I  have  just  a  word  of  suggestion  to  make  regarding  the  "K" 
symbol  used  by  Mr.  Rietz.  The  symbol  he  uses,  ^^",  does  not 
convey  to  me  complete  information  as  to  the  nature  of  the  function 
he  is  computing.     Without  the  explanation  contained  in  his  paper 

I  would  take  this  svmbol  k"^"^  to  be  equal  to  — '- —  which  would  be 

the  policy's  share  of  claims  arising  from  active  lives  dying  between 
ages  (.v)  and  (.v-f-i)  while  still  activ^e  accumulated  to  end  of  year. 
Following  the  system  of  symbols  adopted  by  other  writers  I 
would  suggest  the  symbol  '"^k"^^  for  the  values  which  Mr.  Rietz 
gives  in  Table  I  in  the  column  headed  by  him  k^"^  and  '"''^"yt^'  for 
the  functions  set  forth  in  Table  II.  The  symbols  I  have  suggested 
seem  to  me  to  follow  logically  those  given  by  Mr.  Little  in  his  paper 
on  the  "  Use  of  Pension  Fund  Methods  to  the  Calculation  of  Dis- 
ability Benefits"  {T.A.S.A.,  XIV,  55).  Everybody  has  now 
become  more  or  less  familiar  with  these  symbols,  and  I  think  it 
would  be  unfortunate  if  new  symbols  be  adopted  for  new  functions 
inconsistent  with  the  present  generally  accepted  code.  The 
corresponding  symbols  ''^"'  for  a  benefit  of  one  payable  at  dis- 
ability, and  '^^k'^^'  for  the  benefit  in  the  form  of  an  increasing 
annuity  used  especially  in  connection  with  the  form  of  disability 
benefit  granted  by  some  companies  in  event  of  disability  after  age 
sixty,  and  the  corresponding  symbols  for  similar  functions  of  a 
temporary  nature  all  logically  follow  and  are  not  likely  to  cause  the 
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confusion  which  I  feel  would  inevitably  result  should  Mr.  Rietz's 
symbols  for  this  function  be  generally  adopted. 

Mr.  Rietz  seems  to  have  computed  his  "K"  functions  from  the 
column  r/r,  in  Table  IV  of  Mr.  Hunter's  paper  (T.A.S.A.,  XII, 
44).  Mr.  Hunter  sets  down  this  function  to  the  nearest  unit. 
As  a  result,  while  Mr.  Rietz's  tables  of  this  function  are  doubtless 
accurate  enough  for  practical  purposes  they  are  not  as  exact  as 
thev  would  have  been  had  he  derived  the  values  from  the  original 
functions  F/  and  r^. 

The  same  conditions  apply  to  the  values  which  he  shows  in 
Table  V.  The  second  column  of  this  table  ^¥^.'  has  also  been 
computed  by  Mr.  Davis  (T.A.S.A.,  XVH,  239),  and  the  difference 
between  the  two  tables  while  only  trifling  may  be  suflScient  to  be 
troublesome  in  reconciling  computations  of  the  same  values  by 
these  two  different  tables. 

If  Mr.  Rietz  has  calculated  the  corresponding  3I  per  cent 
values,  I  am  sure  we  will  all  be  grateful  to  him  if  he  will  give  us  the 
benefit  of  their  publication  in  The  Record.  It  may  be  that  the  dif- 
ference between  the  3  per  cent  and  3I  per  cent  values  is  only  slight, 
nonetheless  it  is  somewhat  inconsistent  to  use  the  3  per  cent  interest 
rate  for  disability  reserves  and  3^  per  cent  for  other  rteserves. 

The  great  value  of  Mr.  Rietz's  paper  lies  in  his  bringing  to  our 
notice  the  advantages  of  the  accumulation  formula  in  computing 
disability  benefit  reserves.  We  can  readily  forgive  him  the  use  of 
a  strange  code  in  view  of  the  larger  benefit  he  has  conferred. 

Mr.  Buttolph:  Mr.  President,  I  think  that  we  are  all 
indebted  to  Mr.  Rietz  for  bringing  this  matter  before  us  in  the 
extremely  practical  way  in  which  it  has  been  brought  forward.  I 
know  that  in  our  office  just  about  a  year  ago  at  this  time  this 
cjuestion  came  up  and  it  was  turned  over  by  me  to  Miss  Clark  of  the 
actuarial  department,  and  she  worked  out  the  proposition  on  prac- 
tically the  same  lines  as  Mr.  Rietz  has  followed,  with  one  or  two  un- 
important variations  in  her  method  as  compared  with  Mr.  Rietz's. 

We  have  no  3  per  cent  business.  All  of  our  business  that  has 
been  issued  since  we  put  a  disability  feature  into  our  policies  has 
been  issued  on  the  3^  per  cent  basis.  I  asked  Miss  Clark  a  short 
time  ago  to  make  a  comparison  between  the  reserves  at  which  she 
had  arrived  on  the  3^  per  cent  table  with  those  computed  from 
^Ir.  Rietz's  tables  on  a  3  per  cent  basis;  and  while  in  the  individual 
case,  of  course,  the  difference  in  reserve  is  not  great,  yet  taken  in  the 
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aggregate  and  from  a  percenlage  poinl  of  view  the  difference  is 
rather  material. 

A  short  time  ago  I  had  an  opportunity  to  discuss  this  disabihty 
question  with  some  of  the  actuaries  of  the  larger  eastern  companies 
who  have  had  a  considerable  experience  along  the  line  under 
discussion,  and  I  was  impressed  particularly  with  one  statement, 
viz.,  that  the  rate  of  disability  actually  experienced  was  very  much 
less  than  the  rates  shown  by  the  Hunter  tables.  The  cost  of  the 
disability  benefit  from  the  point  of  view  of  actual  losses  incurred 
seems  comparatively  slight,  while  the  reserve  as  it  accumulated 
under  those  tables  is  heavy.  The  idea  conveyed  to  me  was  that 
the  theoretical  reserve  as  computed  by  those  tables  was  altogether 
more  than  was  necessary.  I  would  suggest  to  those  companies, 
which  like  ourselves  do  all  of  their  business  on  a  3I  per  cent  basis, 
to  accumulate  the  reserve  on  a  35  per  cent  basis  rather  than  on  a  3 
per  cent  basis,  and  if,  as  Mr.  Graham  has  suggested,  35  per  cent 
tables  can  be  published  it  would  be  of  great  value  I  think  to  most 
of  us.  If  they  cannot  be  or  are  not  published,  it  isn't  such  an 
enormous  amount  of  work  to  prepare  them. 

Mr.  Beckett:  Mr.  President,  it  might  be  interesting  to  know 
that  our  company  has  been  putting  total  and  permanent  dis- 
ability benefits  in  all  its  participating  business  since  1910,  adding 
to  that  business  about  six  millions  a  year,  so  that  it  now  has  an 
experience  worth  something.  Our  disability  rate  has  not  been  in 
excess  of  25  per  cent  of  Mr.  Hunter's  table. 

Mr.  Mead:  I  have  not  as  yet  had  the  opportunity  of  reading 
Mr.  Rietz's  paper  and  shall  address  my  remarks  along  the  lines 
of  the  discussion  introduced  by  Mr.  Buttolph  and  Mr.  Beckett. 
Concerning  the  experience  of  Mr.  Beckett's  company  with  dis- 
ability benefits,  I  would  say  that  I  believe  that  the  favorable 
experience  is  due  to  the  fact  that  selection  has  an  intense  influence 
on  the  rate  of  disability.  Hunter's  tables  are  ultimate.  He  has 
shown  in  his  paper  that  the  rate  of  disability  the  first  year  is  only 
10  per  cent  of  the  ultimate,  and  as  business  issued  since  1910  and 
191 2  would  have  a  very  short  average  duration,  the  bulk  of  it 
being  limited  to  the  first  two  or  three  years,  you  would  expect  a 
very  low  rate  of  disability,  since  the  intensity  of  selection  is  greater 
in  connection  with  disability  than  with  the  death  rate. 

Mr.  Portch:  I  feel  on  this  point  almost  the  same  way  that 
Mr.  Mead  does,  that  we  must  not  count  too  much  on  the  apparently 
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favorable  experience  to  date  in  regard  to  actual  losses  under  the 
disability  benefit.  Possibly  the  experience  of  the  Franklin  in  that 
regard  has  been  very  similar  to  that  of  most  companies,  in  that  our 
losses  under  the  disability  benefit  have  been  comparatively  small 
and  our  reserve  for  that  feature  seems  to  be  considerably  greater 
than  is  necessary.  But  I  have  come  to  the  following  conclusion 
after  about  five  years'  experience  with  the  disability  benefit: 
When  we  first  started  issuing  that  benefit  the  business  was  selected 
especially  from  the  point  of  Ai'ew  of  occupation.  I  was  more 
afraid  of  granting  the  disability  benefit  to  a  man  in  a  dangerous 
occupation  than  I  was  of  granting  the  benefit  to  a  man  with  a 
tubercular  family  history.  My  ideas  on  that  subject  have  entirely 
changed.  Today  I  am  very  much  more  afraid  of  granting  the 
disability  benefit  to  a  man  who  may  be  impaired  from  some  medical 
reason  than  I  am  of  granting  it  to  a  man  who  may  incur  disability 
on  account  of  his  occupation. 

As  far  as  I  can  now  recall,  the  Franklin  has  had  no  disability 
claim  whatever  on  account  of  occupation.  Every  disability  claim 
we  have  had  has  been  through  some  medical  impairment.  In 
making  selection  of  risks  for  disability  insurance  I  believe  we  need 
to  watch  very  carefully  the  questions  of  possible  tuberculosis  and 
possible  insanity. 

Mr.  Mead:  In  reference  to  this  I  wish  to  emphasize  what 
Mr.  Portch  has  said,  that  medical  impairment  in  the  applicant 
will  greatly  influence  the  rate  of  disability.  Statistics  show  that 
only  a  small  proportion  of  disability  claims  arise  from  accident,  and 
therefore  we  may  expect  very  few  claims  from  occupational  acci- 
dents. It  is  not  so  much  a  question  of  occupation  as  of  medical 
impairment  that  will  give  rise  to  illnesses  and  serious  diseases  that 
will  influence  the  rate  of  disability.  I  think  this  is  the  considera- 
tion which  should  govern  our  selection  of  risks  for  the  disability 
benefits,  especially  if  an  annuity  disability  benefit  is  granted  which 
does  not  reduce  the  sum  payable  at  death  or  at  maturity  as  an 
endowment.  I  do  not  think,  for  instance,  that  we  should  accept 
for  disability  benefits  any  risk,  however  favorable  otherwise,  with 
history  of  syphilis.  We  should  at  all  times  eliminate  such  for 
disability  benefits  for  the  reason  that  quite  a  proportion  of  the 
claims  arising  from  insanity  are  traceable  to  persons  with  either 
hereditary  or  acquired  syphilis. 
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Mr.  Portch:  Up  to  date  apparently  the  losses  from  disability 
have  been  very  light.  We  may,  however,  expect  heavier  losses 
in  the  future  from  medical  impairments.  The  losses  from  medical 
impairments  will  probably  be  deferred  from  the  early  years  on 
account  of  the  medical  selection.  Therefore  we  may  anticipate 
hea\ier  losses  under  the  disability  benefit  in  the  later  durations  of 
the  policies,  and  for  that  reason  I  feel  like  counting  not  too  much 
on  our  early  favorable  experience. 

Mr.  Cathles:  I  do  not  think  that  this  is  a  time  when  we 
should  consider  cutting  our  reserves  too  fine  on  disability  benefits. 
Death  claims  are  not  the  only  claims  we  are  going  to  have  from 
the  war.  We  are  going  to  have  disability  claims  arising  out  of 
military  service.  On  account  of  possible  claims  arising  out  of 
the  war  our  future  experience  may  differ  considerably  from  our 
experience  of  the  past. 

Mr.  J.  C.  RiETZ:  Answering  Mr.  Graham  in  regard  to  my  k 
function,  I  realized  at  the  time  that  I  was  a  little  inconsistent  in 
my  symbol  there,  but  I  wanted  to  make  it  analogous  to  my  11. 
In  order  to  make  it  analogous  I  used  the  same  notation  or  an 
analogous  notation  for  the  k  function. 

Mr.  Graham  also  questions  the  use  of  the  integral  values  IV^x, 
taken  from  Mr.  Hunter's  paper,  in  the  calculation  of  my  k  func- 
tions. It  seems  to  me  that  this  is  the  correct  procedure,  inasmuch 
as  the  /"''  column  is  constructed  on  the  assumption  that  there  will 
be  integral  decrements  in  the  active  lives  on  account  of  disability. 

In  regard  to  the  3  or  3§  per  cent  reserves,  we  are  calculating,  at 
the  present  time,  reserves  for  a  new  disabihty  clause,  and  we  are 
calculating  them  on  the  3  per  cent  basis,  although  the  reserves  on 
bur  life  insurance  are  on  a  35  per  cent  basis.  We  thought  that 
inasmuch  as  the  disability  clause,  and  especially  as  liberal  a  one 
as  we  are  putting  into  our  policies,  is  perhaps  somewhat  in  the 
experimental  state,  it  would  be  better  to  value  it  on  the  3  per  cent 
basis  in  order  to  be  on  the  side  of  safety. 

The  company  has  had  a  disability  clause  ever  since  its  organiza- 
tion in  1905.  In  fact,  it  was  one  of  the  early  companies  to  have 
such  a  clause.  We  have  had  a  very  favorable  experience  up  to  the 
present  time,  but  we  do  not  feel  that  this  experience  which  the  com- 
pany has  had  during  the  early  years  justifies  us  in  making  the 
assumption  that  we  will  have  such  an  experience  in  the  future. 
Consequently  we  did  not  feel  justified  in  cutting  down  our  reserves. 
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THE  VALUE  OF  CERTAIN  PROPOSED  REFUNDS  PAYABLE  AT  THE 
DEATH  OF  AX  AXXUITAXT  UXDER  A  PEXSIOX  SYSTEM 

By  H.  L.  RIETZ 

Mr.  Corbett:  I  am  very  glad  to  express  the  Institute's 
appreciation  of  this  useful  contrbution,  not  only  for  the  directness 
of  the  method  but  for  the  practical  value  of  the  subject-matter. 
The  formulas  and  tables  placed  at  our  service  by  Dr.  Rietz  are 
particularly  opportune  on  account  of  the  present  status  of  pension 
progress  in  this  country. 

The  cost  of  industrial  pensions  on  any  adequate  plan  is  too 
great  to  be  borne  alone  by  the  average  industrial  employer,  and 
the  progress  of  the  pension  movement  depends  upon  securing  the 
willing  participation  of  the  employees  in  bearing  the  cost. 

Manifestly,  then,  the  progress  of  industrial  pensions  in  America 
is  beset  with  some  difficulties.  This  makes  it  all  the  more  impor- 
tant for  the  friends  of  the  movement  to  remove  objections  as  far 
as  possible,  and  one  objection  very  likely  to  be  made  is  that  the 
contributions  of  the  employee  might  never  return  in  full  either  to 
him  or  to  his  representatives.  The  refunds  described  in  Dr.  Rietz's 
paper  would  meet  this  objection. 

It  is  gratifying  to  be  able  to  assure  the  employer  that  this 
concession  can  be  made  at  so  low  a  cost,  ranging,  as  Dr.  Rietz's 
illustrations  show,  from  about  i  per  cent  increase  when  the  men 
contribute  one-fourth  and  retire  at  age  55  to  less  than  6  per  cent 
increase  even  when  they  contribute  one-half  and  do  not  retire 
until  70.  It  might  not  be  amiss  to  make  the  suggestion  that 
Table  I  or  Table  II  would  be  of  very  great  interest  to  the  general 
reader  if  put  in  the  form  of  percentages  of  increase  of  cost  for  these 
different  ratios  of  contribution  and  for  the  several  ages  of  retire- 
ment. 

While  the  added  cost  is  shown  to  be  a  comparatively  unim- 
portant percentage  of  the  total  cost,  it  is  a  large  item  in  getting 
the  pension  plans  under  way,  because  the  state  of  mind  of  the 
employees  and  their  attitude  toward  contributions  is  so  important 
a  factor. 
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Mr.  Campbell:  The  problem  with  which  Dr.  Rietz  concerns 
himself  here  is  that  of  determining  the  value  of  the  refund  of  all 
or  part  of  the  purchase  price  of  an  annuity  less  the  payments  made 
on  the  annuity  in  the  event  that  the  annuitant  dies  before  the 
payments  made  equal  or  exceed  all  or  some  designated  part  of  the 
purchase  price. 

This  problem  he  has  divided  into  two  parts:  one  involves  a 
cash  payment  at  death  and  the  other  the  benefit  at  death  which 
consists  of  continuing  the  annuity  as  an  annuity  certain  until  the 
amounts  of  the  payments  equal  all  or  the  designated  part  of  the 
purchase  price  of  the  annuity. 

The  first  part  mentioned  he  has  subdivided  into  tw'o  cases. 
First,  when  the  refund  consists  of  a  benefit  at  death,  the  life 
of  only  one  annuitant  being  involved,  and,  secondly,  when  the 
annuity  continues  as  a  reversionary  annuity  to  some  designated 
individual. 

His  formula  for  deriving  the  cost  of  the  refund  privilege  when 
the  refund  consists  of  the  payment  at  death,  the  life  of  only  one 
annuitant  being  involv^ed,  and  annuity  payments  are  made  annu- 
ally, is  that  derived  by  Mr.  Webb  in  a  paper  read  before  this  Society 
at  its  meeting  of  June,  1915,  generalized  to  cover  cases  where  return 
of  any  designated  part  of  the  purchase  price  is  to  be  made.  This 
formula  he  then  extended  to  include  the  case  where  annuity  pay- 
ments are  to  be  made  m  times  per  year,  thus  deriving  formulas  that 
are  essential  in  determining  the  cost  of  refunds  in  a  pension  system 
where  a  refund  is  made  upon  the  death  of  the  pensioner. 

The  problem  of  refunds  when  annuity  payments  are  to  be 
continued  in  the  form  of  a  reversionary  annuity  to  some  designated 
individual  is  one  that  occurs  in  a  determination  of  cost  of  refunds 
in  any  pension  plan  involving  pension  payments  to  widows  of 
pensioners.  In  this  case  he  has  derived  a  formula  which  although 
only  approximate  is  sufficiently  accurate  for  all  practical  purposes 
when  the  fact  that  such  cost  is  very  small  in  any  event  is  taken  into 
consideration. 

The  problem  of  determining  the  cost  of  refund  privileges  when 
the  benefit  at  death  consists  in  continuing  t"he  annuity  as  an 
annuity  certain  he  solves  by  an  approximate  method  but  one 
sufficiently  accurate  for  all  practical  purposes,  in  an  ingenious 
way,  and  derives  formulas  extremely  easy  of  application. 
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Altogether  this  paper  is  a  timely  and  valuable  contribution 
to  the  pension  problem,  a  problem  which  will  become  a  very  live 
one  when  the  country  returns  to  its  normal  condition. 

Mr.  H.  L.  Rietz:  In  this  paper  two  sets  of  formulas  are 
derived.  The  two  cases  were  of  particular  interest  to  me  because 
they  were  in  exact  line  with  two  sets  of  propositions  that  I  met 
during  the  last  year  in  considering  proposed  pension  plans.  These 
formulas  were  thus  derived  for  a  very  practical  purpose. 

In  the  first  case  it  was  asked  to  pay  in  a  lump  sum  at  the  death 
of  an  employee,  to  such  beneficiary  as  he  might  name,  any  amounts 
which  he  had  contributed,  with  interest  up  to  the  date  when  he 
retired,  less  his  pension  payments.  In  the  other  case  the  set  of 
formulas  arose  in  connection  with  the  proposed  new  pension  plans 
of  the  Carnegie  Foundation.  Here  it  was  proposed,  not  that  a 
lump  sum  of  money  should  be  returned  at  once  upon  the  death  of 
the  annuitant,  but  that  an  annuity  certain  should  be  continued 
until  as  much  had  been  paid  in  the  way  of  annuities  as  the  direct 
contributions  of  the  pensioner  had  amounted  to,  with  interest  up  to 
the  date  of  retirement.  Hence,  this  is  simply  a  case  where  I  am 
putting  into  The  Record  a  few  formulas  that  I  found  desirable  to 
work  out  in  considering  proposed  pension  schemes.  I  quite  agree 
with  Mr.  Corbett  that  my  illustrations  could  be  made  much  more 
efifective  to  the  general  reader  with  respect  to  the  relatively  small 
cost  if  I  had  tried  to  popularize  my  tables  by  stating  in  more  detail 
how  the  cost  of  such  a  pro  vision  compares  with  the  total  cost  of  the 
pension  with  or  without  a  provision  for  refunds;  but  these  tables 
and  this  paper  were  written  for  the  members  of  the  Institute  and 
they  can  make  that  conversion  into  percentages  pretty  readily 
themselves. 

However,  I  am  glad  to  follow  the  suggestion  of  Mr.  Corbett 
to  the  extent  of  closing  my  remarks  with  the  table  showing  the 
percentage  increase  in  costs  in  my  Table  II  on  account  of  the 
refund  feature.  The  /  is  used  as  in  the  paper  to  mean  that  one-/th 
of  the  funds  for  pensions  are  accumulated  from  direct  contri- 
butions of  employees. 

We  observe  at  once  that  the  cost  is  in  this  case  increased  by 
amounts  varying  from  o .  8  per  cent  to  5 . 7  per  cent,  depending 
somewhat  on  the  age  of  retirement,  but  more  largely  on  the  amount 
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PERCENTAGE  BY  WHICH  COSTS  OF  PENSIONS  ARE  INCREASED 

OX  ACCOUNT  OF  REFUND  FEATURE— FROM  DATA  OF 

TABLE  II  OF  THE  PAPER  UNDER  DISCUSSION 


Ages  of  Retirement 

55 

60      !      65 

70 

2 

3-3 
0.8 

10                     A  R 

5-8 
2.4 
1-4 

a 

1-7 
0.9 

2.0 
1.2 

4 

of  the  employee's  direct  contribution  toward  the  funds  necessary 
to  provide  the  pension. 


In  Table  II,  page  68,  in  column  headed  55,  the  number  12. 5628 
should  read  12.5083,  and  the  number  0.4081  should  read  0.4054. 
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INFORMAL  DISCUSSION 

DISABILITY  AND  ANNUITY  BENEFITS  ISSUED  IN  CONNECTION 
WITH  POLICIES  OF  LIFE  INSURANCE 

Mr.  Graham:  I  suppose  a  good  many  of  the  members  of  the 
Institute  just  now  arc  considering  the  extension  of  this  disabiUty 
benefit  so  as  to  include  an  annuity  which  will  not  be  deducted  from 
the  face  of  the  policy.  Mr.  Buttolph  this  morning  rather  suggested 
that  perhaps  we  were  reserving  on  an  unnecessarily  high  basis. 
There  is  just  one  thought  that  occurs  to  me  in  that  connection, 
and  that  is  that  the  more  valuable  you  make  that  disability  benefit 
the  greater  you  will  find  the  disability  rates  will  become.  For  that 
reason  I  do  not  think  that  we  can  safely  count  on  any  less  rates 
than  those  prepared  by  Mr.  Hunter.  These  disability  rates  are 
ultimate,  it  is  true,  so  that  during  the  first  few  years  after  the 
issuance  of  a  policy  our  losses  are  likely  to  be  less  than  the  rates 
will  show,  but  they  were  prepared  at  a  time  when  the  extension  of 
disability  benefits  to  provide  a  life  income  was  not  in  contemplation. 

Mr.  Mead:  In  considering  the  sufficiency  of  rates  of  disability 
according  to  Mr.  Hunter's  tables,  it  must  be  borne  in  mind  that 
those  rates  were  based  upon  what  is  equivalent  in  our  life  com- 
panies to  instalment  benefits.  That  is,  they  were  based  upon 
disability  benefits  which  provided  for  the  payment  of  10  per  cent 
of  the  face  of  the  policy  each  year  for  nine  years  and  then  required 
the  remaining  one-tenth  to  remain  outstanding  to  the  death  of  the 
insured.  In  other  words,  they  were  deducted  from  the  sum  insured. 
Now  when  we  extend  those  benefits  and  make  them  supplemental, 
that  is,  deductible  from  the  sum  insured,  we  are  enlarging  the 
benefit,  and  by  the  principles  that  are  recognized  in  all  casualty 
circles  we  must  expect  an  increase  in  the  resulting  rate  of  disability. 
At  any  rate  we  should  be  conservative  and  anticipate  a  greater 
rate  of  disability  where  these  supplemental  benefits  are  granted 
which  are  not  deducted  from  the  face  of  the  policy,  and  we  should 
provide  for  adverse  deviation  by  a  very  substantial  loading.  It  is 
my  opinion  that  the  net  premium  rates  should  be  loaded  not  less 
than  25  per  cent  on  a  non-participating  basis.     In  fact,  it  has  been 
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for  me  for  some  time  a  question  whether  it  was  really  a  wise  thing 
for  a  company  to  grant  such  benefits  in  connection  with  non- 
participating  policies,  and  whether  they  should  not  be  limited  only 
to  participating  policies  where  the  dividends  on  those  policies 
might  be  reduced  to  offset  any  adverse  experience. 

Mr.  Buttolph:  I  think  I  have  been  very  generally  misunder- 
stood in  what  I  said  this  morning.  The  point  that  T  meant  to 
raise  is  simply  this:  Assuming  the  correctness  of  the  Hunter  dis- 
ability table,  it  strikes  me  that  it  is  very  inconsistent  for  a  company 
to  say  that  on  a  very  large  amount  of  life  reserve  it  can  earn  3^  per 
cent,  but  on  a  very  small  amount  of  disability  reserve  it  can  earn 
only  3  per  cent.  If  the  tables  are  not  adequate,  we  ought  by  all 
means  to  make  our  premiums  adequate  by  loading  those  tables 
a  sufficient  amount,  but  I  can't  see  the  propriety  of  loading  those 
tables  by  a  reduction  in  the  rate  of  interest  assumed  to  be  earned 
upon  the  reserve. 

Mr.  Cathles:  I  agree  with  you  about  the  different  rates  of 
interest,  but  it  is  a  very  convenient  way  of  putting  up  a  reserve  by 
using  a  different  rate  of  interest.  Sometimes  it  is  the  only  method 
available.     It  is  used  very  largely  by  the  British  companies. 

Mr.  Buttolph:  Mr.  President,  we  were  speaking  about  the 
adequacy  of  the  disability  rates,  and  the  sources  from  which  profit 
may  be  realized  to  offset  possible  loss.  It  seems  to  me  that  under 
one  very  common  form  of  disability  benefit  there  is  a  point  that  is 
worthy  of  consideration.  I  have  in  mind  that  form  of  disability 
benefit  which  provides  for  the  payment  of  the  face  of  the  policy 
in  instalments.  If  the  premiums  for  such  benefit  are  computed 
as  I  think  they  should  be  computed,  that  is  to  say,  upon  the 
assumption  that  upon  disability  the  policy  becomes  an  instal- 
ment endowment  policy,  then  it  seems  to  me  that  you  immediately 
introduce  a  source  of  profit  which  very  properly  can  be  relied  upon 
to  offset  some  possible  loss  in  the  matter  of  an  inadequate  disability 
table.  When  a  disability  loss  occurs  there  is  at  once  removed 
from  the  life  department,  so  to  speak,  an  impaired  risk,  and  the 
rate  of  actual  to  expected  mortality  is  thereby  decreased. 

To  put  it  in  another  way,  I  think  I  might  say  that  the  disability 
premium  is  loaded  to  take  care  of  a  part  of  the  mortality. 

Now,  as  far  as  the  disability  annuity  benefits  referred  to  in 
the  topic  on  the  program  are  concerned,  I  personally  am  entirely 
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free  to  admit  that  it  adds  very  materially  to  the  amount  of  risk 
under  the  contract  and,  as  is  always  the  case,  tends  to  increase  the 
rate  of  loss.  It  seems  to  me  that  there  is  one  word  of  caution 
that  can  properly  be  said  here.  I  have  found  that  a  great  many 
companies  apparently  do  not  realize  the  extent  to  which  their 
liability  is  increased  by  the  addition  of  an  annuity  benefit  to  their 
disability  clause,  and  they  do  not  make  adequate  provision  for  that 
increase  in  liability  in  the  matter  of  reinsurance. 

There  is  one  form  of  contract  that  has  come  to  my  attention 
under  which  I  think  I  am  correct  in  saying  that  the  amount  of 
liability  assumed  is  about  sixteen  hundred  dollars  for  every 
thousand  dollars  of  the  face  of  the  policy.  In  other  words,  if  the 
disability  happens,  the  present  value  of  the  liability  on  that  con- 
tract becomes  about  sixteen  hundred  dollars.  That  is  to  say,  the 
present  value  of  the  annuity  payable  to  the  disabled  life  plus  the 
present  value  of  the  insurance  upon  the  disabled  life  is  about  six- 
teen hundred  dollars  on  a  thousand-dollar  contract. 

Mr.  Cathles:  On  such  a  policy,  Mr.  Buttolph,  the  annuity 
payments  do  not  decrease  the  ultimate  amount  of  insurance,  do 
they? 

Mr.  Buttolph:  The  policy  provides  upon  the  happening  of 
a  disability  for  the  payment  of  lo  per  cent  of  the  policy  each  year 
without  any  decrease  in  the  amount  of  the  insurance.  At  certain 
ages  the  value  of  an  annuity  of  a  hundred  dollars  a  year  upon  a 
disabled  life  plus  the  present  value  of  paid-up  insurance  for  a 
thousand  dollars  is  equal  to  about  sixteen  hundred  dollars. 

Mr.  Mead:  Mr.  Buttolph's  statement  as  to  a  source  of  profit 
arising  in  a  life  department,  so  to  speak,  from  the  maturing  of  a 
policy  in  instalments  as  a  result  of  a  disability  claim  is  not  entirely 
correct.  It  depends  wholly  upon  the  type  of  disability  benefit  in 
the  first  place  and  upon  how  the  disability  premium  was  computed 
in  the  second  place.  If  the  instalments  are  treated  as  an  advance 
against  the  face  of  the  policy  and  the  balance  payable  at  death, 
there  is  no  profit,  but  if  the  instalments  are  continued  after  the 
death  of  the  disabled  insured  there  may  or  may  not  be  a  profit, 
depending  upon  the  manner  in  which  the  premiums  are  computed. 

Mr.  Buttolph:  I  limited  the  point  I  made  specifically  to 
that  form  of  disability  benefit  where  the  poUcy  becomes,  so  to 
speak,  an  instalment  endowment.     Of  course  that  has  nothing 
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whatever  to  do  with  the  form  of  contract  under  which  the  payment 
of  the  disabihty  annuity  does  not  reduce  the  amount  of  insurance. 

Mr.  Portch:  Under  the  poHcy  you  mentioned  the  gross 
amount  at  risk  at  the  beginning  of  the  contract  would  be  consider- 
ably in  excess  of  two  thousand  dollars  for  each  one  thousand  dol- 
lars on  the  face  of  the  policy,  wouldn't  it  ?  One  thousand  dollars 
on  the  face  of  the  policy,  and  a  considerable  additional  amount  for 
this  one  hundred  dollars  a  year;  is  that  your  proposition  ? 

Mr.  Buttolph:  I  do  not  believe  you  can  find  an  age  where 
the  present  value  of  that  particular  form  of  contract  would  equal 
two  thousand  dollars. 

Mr.  Portch:  You  say  that  sixteen  hundred  dollars  would 
be  the  value  of  the  annuity  on  the  disabled  life  plus  a  single 
premium  on  the  life  policy  ? 

Mr.  Buttolph:    No. 

The  Portch:     Well,  I  got  that  wrong  then. 

Mr.  Buttolph:  My  statement  was  this:  Assuming  a  con- 
tract that  provides  for  the  payment  of  one  hundred  dollars  a  year 
to  the  insured  while  disabled,  followed  by  a  payment  of  a  thousand 
dollars  to  his  beneficiary  when  death  occurs,  you  can  find,  I  think, 
an  age  where  the  present  value  of  those  two  benefits  after  the  dis- 
ability has  occurred  will  equal  something  over  sixteen  hundred 
dollars. 

Mr.  Portch:  Here  is  what  I  was  trying  to  get  at,  Mr. 
Buttolph:  Take  a  contract  of  that  sort  and  assume  for  the  time 
that  its  limit  of  retention  was  one  thousand  dollars,  that  is,  the 
company's  limit  of  retention  under  that  contract  was  one  thousand 
dollars,  what  amount  should  it  reinsure  on  a  contract  such  as  you 
mention  ?  You  spoke  of  taking  care  of  those  features  by  reinsur- 
ance. 

Mr.  Buttolph  :  My  idea  of  the  proper  amount  of  reinsurance 
is  not  aflfected  by  the  improbability  of  the  occurrence  of  the  hap- 
pening against  which  you  reinsure.  In  other  words,  the  mere  fact 
that  disability  is  comparatively  infrequent  as  compared  with  death 
is  no  reason  why  you  should  assume  an  undue  hazard  on  that 
liability  which  is  less  hkely  to  happen. 

In  other  words,  if  a  company  has  made  up  its  mind  that  ten 
thousand  dollars  is  the  utmost  which  it  can  safely  assume  as  a 
life  benefit,  then  it  cannot  safely  assume  a  liability  of  over  sixteen 
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thousand  dollars,  part  of  which  is  life  benefit  and  part  of  which  is 
a  disal)ility  benefit,  because  the  man  may  become  disabled  and  it 
would  then  lose  this  amount.  If  a  ten-thousand-dollar  limit  is 
proper,  then  that  ten-thousand-dollar  Hmit  should  be  the  maximum 
under  any  of  its  guaranties.  In  other  words,  assuming  that  a 
ten-thousand-dollar  policy  is  issued  with  such  a  benefit  as  I  have 
described,  then  the  total  liability  should  be  reduced  to  ten  thousand 
dollars  by  reinsurance,  either  of  the  life  benefit,  or  of  the  disabihty 
benefit,  or  of  both.  To  put  it  concretely,  it  should  not  carry  more 
than  approximately  six  thousand  dollars  of  life  benefit  in  connection 
with  that  particular  form  of  disability. 

jMr.  Mead:  I  did  not  misunderstand  Mr.  Buttolph  with  refer- 
ence to  his  saying  that  we  could  take  advantage  of  the  improvement 
of  mortality  in  our  life  department  in  connection  with  instalment 
certain,  but  I  wanted  to  throw  out  a  word  of  caution  that  that 
would  not  apply  to  some  benefits. 

Mr.  Cathles:  In  actual  practice  I  reinsure  a  proportionate 
part  of  a  disability  annuity  benefit  which  does  decrease  the  amount 
of  insurance  by  each  payment,  figuring  that  there  is  a  definite 
and  perhaps  a  material  risk  under  such  a  policy  in  excess  of  the 
ordinary  life  risk.  I  do  not  agree  with  Mr.  Buttolph  entirely  on 
the  necessity  for  such  reinsurance.  There  is  a  somewhat  similar 
situation  in  the  case  of  double  indemnity.  Should  a  company, 
whose  normal  limit  is  ten  thousand  dollars,  at  its  own  risk  issue  a 
double-indemnity  policy  only  for  five  thousand  dollars  before  it 
obtains  reinsurance  ?  I  do  not  think  that  that  is  necessary 
although  it  may  be  prudent.  It  all  depends  upon  the  company's 
attitude  and  its  own  way  of  handling  its  business  along  this  line. 
The  disability  risk  is  an  accident  risk;  the  life  risk  is  a  life  risk. 
It  may  quite  well  set  up  in  its  books  or  its  mind  that  it  is  wilHng 
to  risk  so  much  in  the  accident  department  in  consideration  of  cer- 
tain premiums,  and  that  it  is  willing  to  risk  so  much  in  the  life 
department.  1  think  that  otherwise  we  would  all  have  to  get  some 
reinsurance  on  e\ery  ten-thousand-dollar  policy  we  issue  with  the 
ordinary  waiver  of  premium,  because  there  is  a  little  more  risk 
under  that  policy. 

Mr.  Mead:  I  can't  say  that  I  agree  with  Mr.  Cathles,  because 
the  deviation  and  strain  upon  the  surplus  is  just  the  same  when 
the  casualty  is  an  accident  casualty,  and  therefore  under  double 
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indemnity  you  have  twice  the  strain  that  you  have  with  the  Hfe 
benefit  only.  The  same  surplus  is  effected  in  either  event.  I 
would  qualify  my  statement  to  the  extent  that  it  has  a  little  more 
reserve,  some  small  source  of  income  to  bear  the  extra  loss;  that  is, 
that  arising  from  the  additional  premiums.  It  can  bear  the  strain 
of  loss  better,  a  greater  loss,  but  I  think  that  the  ability  to  bear  the 
strain  is  increased  very  little  through  the  small  double-indemnity 
extra  premium  and  the  greater  liability  to  fluctuation  of  the 
accident  benefit.  A  company  might  carry  a  net  risk  of  fifteen 
thousand  dollars,  but  I  would  not  recommend  a  double-indemnity 
liability  greater  than  five  thousand  dollars,  owing  to  the  great 
strain  upon  the  surplus  on  account  of  the  small  size  of  the  premiums. 
To  that  five  thousand  of  liability  there  should  not  be  added  much 
more  than  ten  thousand  of  life  risk  in  the  case  cited. 

Mr.  Cathles:    The  strain  is  upon  your  surplus. 

Mr.  Mead:  Yes,  and  a  greater  possibility  of  fluctuation 
owing  to  the  size  of  the  premiums.  In  fact,  if  you  will  inquire 
among  the  accident  companies  which  also  write  life  policies,  you 
will  find  that  whereas  some  of  them  will  carry  one  hundred 
thousand  dollars  on  a  life  risk,  they  will  not  carry  over  twenty- 
five  thousand  dollars  on  an  accident  risk,  owing  to  the  greater 
liability  of  deviation  under  an  accident  risk.  It  is  a  w^ell-known 
principle  of  probability  that  the  deviation  is  greatest  where  the 
probability  is  least. 

Mr.  Buttolph:  I  would  say  that  if  a  company  carries  two 
well-established  departments,  a  life  department  and  an  accident 
department,  and  segregates  to  a  great  extent  its  assets,  and  figures 
that  it  can  carry  a  ten-thousand-dollar  policy  in  its  accident  depart- 
ment and  also  a  ten-thousand-dollar  poHcy  in  its  life  department, 
I  do  not  see  any  particular  objection  to  its  carrying  the  liability 
referred  to  in  excess,  that  is,  a  liability  under  this  combined  policy 
in  excess  of  ten  thousand  dollars.  However,  very  few  of  the  com- 
panies represented  in  this  room  have  any  such  separation  of 
departments. 

Mr.  Cathles:     Except  with  regard  to  reserves. 

Mr.  Buttolph:  Further,  in  criticism  of  what  Mr.  Cathles 
said,  I  would  like  to  say  that  a  disability  provision  providing  merely 
for  a  waiver  of  premiums  cannot  increase  the  maximum  liability 
assumed  under  the  contract,  for  if  a  man  is  killed  carrying  a 
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ten-lhousand-doUar  policy  the  liability  is  ten  thousand  dollars. 
You  would  hardly  say  that  the  company's  liability  was  more  if 
instead  of  being  killed  he  simply  loses  both  legs. 

Mr.  Beckett:  I  was  interested  in  Mr.  Mead's  observation 
that  he  would  concede  that  the  accident,  disability,  or  double 
indemnity  had  a  small  or  little  reserve.  If  the  disability  or  net 
double-indemnity  premiums  are  adequate  they  have  adequate 
reserves.  While  the  contribution  from  the  individual  policy  may 
be  little  or  small,  the  accident  reserve  or  disability  or  double- 
indemnity  reserve  to  which  Mr.  Cathles  referred  is  ample  or 
sufficient  if  the  premiums  are  ample  or  sufficient.  Therefore  I 
do  not  think  that  you  can  make  the  distinction. 

Mr.  H.  L.  Rietz:  It  seems  to  me  that  this  case  is  pretty  clear 
with  respect  to  its  relation  to  the  maximum  that  the  company 
should  carry  without  reinsurance.  If  we  go  back  to  fundamentals^ 
I  think  we  should  find  that  the  probabiUties  of  disability  and  of 
death  within  a  year  are  not  independent.  In  fact,  the  probability 
of  death  is  much  increased  by  disability.  Obviously,  the  proba- 
bilities of  dying  and  of  dying  by  accident  would  not  be  independent 
probabilities.  It  seems  to  me  that  the  answer  to  the  question  before 
us  depends  largely  upon  how  many  separate  and  independent 
entities  enter  into  the  probabilities  that  are  involved.  If  the 
probabilities  are  not  independent,  it  seems  pretty  clear  to  me  that 
when  the  maximum  which  the  company  carries  is  involved  for 
life  insurance  and  an  additional  amount  is  involved  because  of  the 
present  value  of  certain  instalment  disability  benefits,  then 
disability  benefits  should  be  considered  in  connection  with  the 
problem  of  reinsurance. 

Mr.  Mead:  But  when  the  death  by  accident  occurs  under 
double  indemnity,  the  loss  is  greater.  I  don't  know  that  I  quite 
understood  Mr.  Beckett,  but  I  rather  gather  that  he  intimated 
that  because  we  were  charging  adequate  premiums  for  our  double 
indemnity  or  disability  there  was  no  necessity  of  having  reinsur- 
ance. If  you  follow  that  to  a  logical  conclusion  our  life  premiums 
are  more  than  adequate  as  far  as  the  death  benefit  is  concerned. 
It  seems,  however,  that  that  does  not  prevent  us  from  carrying  life 
reinsurance.  But  what  I  also  meant  to  bring  out  in  connection 
with  Mr.  Cathles'  discussion  was  that  you  could  possibly  carry  a 
larger  maximum  total  limit  with  double  indemnity  and  life  com- 
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bined  than  you  mi^hl  lor  life  alone,  for  the  reason  that  you  get  a 
certain  contribution  from  the  double-indemnity  premiums,  but 
you  would  have  to  be  careful,  for  you  couldn't  increase  your 
maximum  limit  materially,  although  you  could  do  this  somewhat 
on  account  of  the  contribution  from  those  premiums.  That  is  the 
point  I  meant  to  bring  out,  but  there  is  a  certain  limit  and  that 
limit  is  very  small. 

Mr.  Portch:  I  am  afraid  I  cannot  let  this  discussion  pass 
without  interjecting  one  of  my  own  fads.  A  great  many  of 
you  have  heard  me  mention  it  before.  I  will  just  mention  it 
briefly  now. 

I  regret  very  much  to  see  the  disability  benefit  in  our  policies 
extended  to  cover  additional  benefits  within  the  present  narrow 
classes  of  disability.  It  seems  unfortunate  to  me  that  we  should 
extend  our  benefits  within  the  class  of  totally  and  permanently 
disabled,  because  that  class  is  so  narrow.  The  logical  thing,  it 
appears  to  me,  would  be  to  extend  the  classes  of  disability  to  which 
we  would  grant  the  present  form  of  benefit. 

I  mean  this :  I  would  prefer  to  see  a  company  extend  the  waiver 
of  premium  benefit  to  a  broader  class  of  disabled  persons  than  to 
see  the  same  company  add  an  annuity  benefit  to  the  totally  and 
permanently  disabled.  I  think  we  would  be  doing  greater  things 
for  our  policyholders  if  we  could  widen,  perhaps  gradually  and  very 
cautiously,  the  class  of  people  that  we  call  "disabled." 

Mr.  H.  S.  Vail:  I  agree  with  you,  Mr.  Portch,  with  regard 
to  this  question  of  disability,  and  it  seems  to  me  that  we  go  back 
to  the  first  principles.  Why  ?  Why  is  this  a  new  feature  ?  Why 
is  it  adopted  ?  Is  it  for  the  sake  of  increasing  our  sales  ?  Or  is 
it  because  we  want  to  make  the  annual  payments  as  light  a 
burden  as  possible  because  it  is  a  burden  if  it  is  assumed  by  the 
assured  ? 

It  seems  to  me  that  Mr.  Portch  is  quite  right  in  hoping  that 
we  may  restrict  this  disability  phase  to  that  one  question  as  nearly 
as  possible,  and  consider  it,  not  on  the  basis  of  its  being  a  larger 
benefit  to  the  one  who  is  disabled  and  therefore  inducing  him  to 
take  new  protection,  but  on  the  basis  of  its  relieving  him  when  he 
is  absolutely  unable  to  make  those  payments.  That,  I  believe,  is 
the  reason  why  it  was  started  originally.  That,  I  believe,  is  the 
basis  upon  which  it  should  be  continued.     I  think  that  the  least 
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we  have  to  increase  the  hability  of  the  company  when  we  have  war 
activities  and  everything  else  the  better  it  is  for  us  all. 

Mr.  Mead:  I  was  very  much  interested  in  Mr.  Portch's 
remarks  a  moment  ago,  and  that  reminds  me  of  a  company  which 
for  a  number  of  years  has  been  issuing  a  policy  somewhat  similar 
to  the  one  he  suggested  in  connection  with  a  waiver  of  premium 
benefit.  I  think  that  they  have  been  issuing  for  a  number  of 
years  a  policy  whereby,  if  a  man  is  totally  disabled  over  a  period, 
after  a  certain  number  of  weeks,  say  of  four  weeks  or  something 
like  that,  they  will  pay  the  proportionate  part  of  the  premium  that 
was  allocated  to  the  period  of  that  disability.  If  a  company  should 
charge  adequate  premiums  and  grant  such  a  benefit,  the  risk  to 
the  company  from  adverse  experience  would  be  much  less.  That  is, 
there  would  be  less  liability  to  deviation. 

I  happen  to  know  and  have  reason  to  believe  that  there  is 
one  quite  substantial  company  that  has  in  mind  the  studying  of 
the  question  of  granting  annuity,  a  temporary  annuity  for  total 
disability  which  may  not  be  permanent.  At  any  rate  they  are 
working  on  it,  and  possibly  if  the  company  could  extend  the 
benefit  to  cover  that  and  were  sure  that  they  were  charging 
adequate  rates,  that  would  be  necessarily  quite  substantial;  it 
possibly  would  be  safer  for  the  company  than  just  the  supple- 
mental annuity  benefits  which  are  payable  only  upon  total  and 
permanent  disability. 

Mr.  Bowerman:  Mr.  President,  in  order  to  carry  out  the 
suggestion  which  you  made  a  moment  ago  to  widen  the  disability 
provision  so  that  more  people  could  get  the  benefit  of  it,  you  might 
follow  the  example  of  the  Law  Life  Assurance  Society  of  London, 
England.  The  following  is  a  verbatim  copy  of  the  waiver  of 
premium  benefits  in  use  by  said  company  ten  years  ago  in  its 
limited  payment  and  endowment  assurance  policies. 

(i)  In  the  event  of  the  Assured  by  this  Policy  being  at  any  time  and  con- 
tinuing for  a  period  of  not  less  than  two  months  totally  incapacitated  either 
by  accident  or  bodily  or  mental  disorder,  from  carrj-ing  on  his  profession  or 
business  the  Directors  will  out  of  the  next  Premium  allow  a  remission  of  such 
a  proportion  of  that  Premium  as  the  time  over  which  such  total  incapacity 
shall  have  extended  bears  to  the  period  covered  by  the  Premium.  Provided 
that  such  remission  shall  not  be  made  unless  notice  of  such  total  incapacity 
shall  have  been  given  in  writing  to  the  Society  at  their  Office  in  Fleet  Street, 
London,  by  or  on  behalf  of  the  Policj'holder  within  two  calendar  months  from 
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the  commencement  of  such  total  incapacity,  and  provided  that  such  incapacity, 
and  the  duration  thereof,  be  proved  to  the  satisfaction  of  the  Directors. 

(2)  If  at  any  time  it  shall  be  proved  to  the  satisfaction  of  the  Directors 
that  the  Assured  has  become  totally  and  permanently  incapacitated,  either  by 
accident  or  bodily  or  mental  disorder,  from  carr>'ing  on  his  profession  or  business, 
this  Policy  shall  be  free  from  the  payment  of  all  Premiums  which  otherwise 
would,  subsequent  to  the  date  of  the  admission  by  the  Directors  of  such  in- 
capacit}',  have  become  payable. 

As  long  as  he  is  unable  to  carry  on  his  profession  or  business 
(providing  such  period  is  not  less  than  sixty  days)  the  policy 
shall  be  free  from  the  payment  of  all  premiums  which  would 
otherwise  have  become  payable  thereon. 

The  following  were  the  extra  annual  premiums  per  Si, 000 
charged  by  the  said  company  in  1907  for  the  benefit  previously 
described  on  endowment  assurances,  with  profits: 


Age  Next  Birthday 


so  or  Death 


or  Death 


60  or  Death 


65  or  Death 


25 
30 

35 
40 


Si  00 

$0.92 

1.42 

1-25 

213 

1.79 

2,(^3 

2.79 

$0.92 
I  13 

1 .67 

2.42 


$0.92 

I  25 
1.67 
2.38 


Mr.  Cathles:  I  am  in  hearty  sympathy  with  Mr.  Portch's 
fad,  as  he  calls  it,  but  I  am  glad  that  he  emphasizes  the  fact  that 
we  must  approach  the  broadening  of  that  benefit  with  caution. 
If  we  stick  to  total  and  permanent  disability  we  know  pretty  well 
now  what  we  are  doing.  If  we  go  into  a  disability  benefit,  however, 
which  gives  a  man  an  annuity  if  he  is  disabled  in  his  own  profession 
or  business,  we  don't  know  what  we  are  going  into.  That  point 
was  very  forcibly  brought  to  my  mind  in  the  pension  scheme  which 
they  started  in  the  city  of  Dallas,  and  which  I  discovered  just 
before  they  passed  it.  For  political  reasons  they  kept  it  very  quiet 
until  they  got  it  through.  That  was  absolutely  so  worded  that  the 
disability  pension  would  have  applied  to  a  truck  driver  in  the  fire 
department  if  he  had  so  injured  one  of  his  hands  that  he  could  not 
drive  the  truck. 

Mr.  Mead:  Referring  to  remarks  made  about  the  payment 
of  disability  benefits  upon  the  total  disability  of  a  man  who  could 
not  pursue  the  vocation  in  which  he  was  engaged  at  that  particular 
time,  that,  it  seems  to  me,  is  a  very  possible  and  worthy  extension 
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of  benefits,  but  the  extension  would  ])e  for  temporary  and  total 
disa])ility.  That  is,  a  man  might  ])e  engaged  in  some  particular 
vocation  whereby  he  would  be  totally  disabled  for  a  time  on  account 
of  that  disability,  or  permanently  in  that  particular  line,  but  he 
might  later  be  able  to  readjust  himself  so  as  to  be  able  to  earn 
something  in  another  line.  Now  it  seems  to  me  that  it  might  be 
proper  for  a  company  to  grant  disabihty  for  a  time  in  such  a  case 
as  that,  and  then  when  the  insured  was  able  to  adjust  himself 
and  earn  something  in  anothei  line  his  disability  benefit  should 
cease. 

Mr.  Bowermax:  This  company  to  which  I  referred  did  not 
pay  any  benefit  at  all.  If  a  man  was  unable  to  carry  on  his  pro- 
fession or  business  for  as  much  as  sixty  days,  they  began  to  pa}- 
his  premium  for  him  for  whatever  portion  of  a  year  or  years  during 
which  he  was  unable  to  take  care  of  his  own  premiums.  They 
did  not  pay  any  benefits. 

Mr.  Portch:  The  government  has  attempted  to  follow  Mr. 
Mead's  idea  in  the  insurance  bills  for  the  Army  and  Navy  in  the 
proposition  of  re-educating  the  men  who  come  back  from  the  front 
disabled,  and  that  experiment  will  be  not  only  unique  but  of  great 
value  to  the  insurance  companies. 

Mr.  Mead:  There  is  undoubtedly  a  future  field  for  life  insur- 
ance companies  in  that  direction. 

WOULD  A  STANDARD  SYSTEM  OF  XU.MERICAL  RATING  OF  RISKS, 

AS  DESCRIBED  BY  DR.  ROGERS  AND  MR.  HUNTER,  BE 

ADVISABLE   FOR   OUR   CO:\IPANIES? 

Mr.  Morris:  We  use  a  system  of  numerical  rating  in  the 
selection  of  risks.  We  recently  had  an  overweight  case  which 
according  to  our  system  was  just  within  the  border  line,  but  it 
was  promptly  turned  down  by  two  companies  out  of  three  to  whom 
we  submitted  it  for  reinsurance.  This  merely  illustrates  the 
divergent  views  now  current.  I  think  that  the  differences  of 
opinion  would  be  lessened  if  all  had  access  to  a  carefully  prepared 
standard.  I  for  one  would  be  very  glad  to  know  what  other 
companies  consider  a  standard  risk. 

Mr.  Mead:  That  is  what  the  Actuarial  Society  committee 
is  going  to  attempt  to  do.  As  to  the  reference  to  percentage 
rating,  it  will  .be  advisable,  I  tliink,  for  the  companies  to  have 
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ihem,  hut  1  do  not  know  how  ihey  are  going  to  get  them  with 
the  information  at  hand.  There  are  only  a  very  few  companies, 
possiljly  four  or  live,  that  have  sufficient  data  from  which  they 
could  develop  a  numerical  system  of  rating.  Of  course  it  is  pos- 
sible to  have  numerical  percentages  for  differient  types  of  impair- 
ment, but  I  do  not  ])elieve  that  our  information  is  extensive  enough 
to  make  those  percentages  appiical^le  to  every  phase  of  the  risk, 
including  occupation,  habitat,  habits,  and  every  phase  of  family 
history  and  build. 

For  instance,  according  to  the  debit  and  credit  system  we  would 
have  to  have  a  rating  for  every  shade  of  occupation  in  order  to 
carry  out  the  numerical  system  to  a  sufficient  extent  and  to  make 
it  a  thoroughly  workable  plan.  That  is,  we  would  have  to  know 
w^hat  rating  to  place  upon  a  Catholic  priest  and  what  rating  to 
place  upon  a  Protestant  clergyman.  I  know  of  a  company  that 
does  make  a  practice  of  having  a  dilTerent  rating  for  those  two 
different  classes,  a  certain  credit  on  account  of  those  two  occupa- 
tions, also  a  certain  credit  for  a  lawyer,  a  certain  credit  for  a 
teacher,  and,  on  the  other  hand,  a  certain  debit  for  a  mechanic. 
Now  it  is  very  difficult  for  a  company,  for  the  ordinary  company, 
to  determine  those  different  credits  or  ratings  to  apply  on  a 
general  percentage  system,  although  it  would  be  advisable  to  have 
such  a  system  in  order  to  arrive  at  a  concrete  value  of  the  risk 
after  reviewing  it  from  its  various  aspects. 

Mr.  C.\thles:  Would  you  save  anything  on  salaries  of 
medical  directors  if  you  had  a  system  like  that  ? 

Mr.  Me.ad:  Yes,  absolutely.  It  could  be  done  by  clerks. 
Except  in  cases  where  anomalous  ratings  are  found,  they  do  not 
go  before  the  medical  director  at  all.  It  is  done  by  low-priced 
clerks. 

PR.\CTIC.\L   HANDLING  OF  THE   CONTINUOUS-INST-\LMENT 

FE.\TURE 

Mr.  Buttolph:  As  far  as  I  have  been  able  to  tind  from  rate 
books  of  the  various  companies,  their  premium  rates  for  a  con- 
tinuous instalment,  when  added  to  a  given  number  of  instalments 
certain,  show  that  very  little  attention  has  been  given  to  the  ques- 
tion of  initial  cost,  the  cost  during  the  early  years.  They  seem 
to  ignore  completely  the  fact  that  in  a  very  large  proportion  of 
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cases  the  charging  of  a  le\el  premium  will  result  in  negative 
reserves  for  a  considerable  duration  of  lime.  I  have  here  just  a 
few  notations  of  the  practical  effect  of  an  attempt  to  charge  a  level 
extra  premium  for  this  continuous-instalment  feature. 

For  example,  if  the  policy  is  an  ordinary  life,  written  on  a 
preliminary-term  basis,  and  the  age  of  the  insured  is  twenty-one, 
any  age  of  the  beneficiary  above  fifteen  will  result  in  a  negative 
reserve  for  this  additional  benefit  if  a  level  net  premium  be  used. 
If  the  age  of  the  insured  is  forty  then  a  negative  reserve  will  result 
in  every  case  where  the  age  of  the  beneficiary  is  over  twenty-seven. 
If  the  age  of  the  insured  is  sixty,  then  any  age  over  forty-one  of 
the  beneficiary  will  give  a  negative  reserve. 

If  the  policy  is  a  twenty-payment  life,  also  on  a  preliminary- 
term  basis,  the  age  of  the  insured  twenty-one,  the  beneficiary  must 
be  less  than  twenty-four  years  of  age  to  avoid  negative  reserves. 
If  the  age  of  the  insured  is  forty,  the  beneficiary  must  be  below 
thirty-four  years  of  age  to  avoid  negative  reserves.  If  the  age  of 
the  insured  is  sixty,  the  beneficiary  must  be  below  age  forty-three 
to  avoid  negative  reserves. 

Now  the  extent  to  which  this  negative  reserve  may  run  is 
illustrated  in  one  particular  case:  With  the  insured  twenty-one 
years  of  age,  the  beneficiary  thirty-one,  ordinary  life,  preliminary 
term,  the  negative  reserve  at  its  maximum  reaches  $22.87  ^^  ^ 
benefit  of  one  hundred  dollars  per  year  when  added  to  a  policy 
providing  for  twenty  instalments  certain.  It  is  a  material  factor, 
it  seems  to  me. 

The  maximum  comes  at  the  twenty-fourth  year.  The  increase 
during  a  number  of  years  preceding  is  very  slight.  For  example, 
in  the  eighteenth  year  it  is  $21 .00,  and  in  six  years  it  increases 
$1.87.  This  is  the  turning-point.  In  the  twenty-fifth  year  it 
drops  just  one  cent. 

Take  the  twenty-payment  life  policy  when  issued  on  the 
preliminary-term  basis,  and  the  age  of  the  insured  is  twenty-one 
and  that  of  the  beneficiary  forty-one.  The  maximum  negative 
reserve  there  is  reached  in  the  tenth  year,  being  $5  .  28  for  the 
benefit. 

I  adopted  a  plan  which  I  fancy  will  not  appeal  to  very  many  of 
you  here.  That  plan  was  to  limit  these  extra  premiums  in  every 
case  to  twenty-years,  make  the  same  premiums  applicable  where 
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the  policy  is  either  an  ordinary  Hfe  or  a  twenty-jjayment  life,  with 
one  schedule  of  premiums  to  apply  to  both  forms. 

When  the  term  premium  for  the  first  year  is  in  excess  of  a 
le\el  ])remium  for  twenty  years,  we  drop  to  a  ten-payment  basis. 
And  when  the  term  premium  for  the  first  year  is  in  excess  of  the 
level  premium  for  a  ten-payment,  then,  instead  of  dropping  to  a 
lower  term,  we  simply  increase  the  rate  and  charge  as  the  level 
premium  during  the  ten  years  the  term  premium  for  the  first  year. 
We  have  the  one  schedule  of  rates  applying  to  both  the  ordinary 
life  policy  and  the  twenty-payment  life  policy,  and  that  one 
schedule  part  of  the  way  is  on  a  twenty-payment  basis  and  the 
rest  of  the  way  it  is  on  a  ten-payment  basis. 

Mr.  Portch:  Do  you  remove  the  extra  premium  when  you 
reach  the  end  of  the  term  under  an  ordinary  life  ? 

Mr.  Buttolph:    Yes,  sir. 

Mr.  Mead:  Do  you  provide  for  the  benefit  by  means  of  a 
rider,  or  do  you  have  special  forms  of  policies  ? 

Mr.  Buttolph:  The  benefit  is  to  be  applied  in  the  form  of  a 
rider  and  doesn't  add  anything  to  the  main  body  of  the  contract. 
The  rider  states  that  the  extra  premium  is  payable  for  so  many 
years,  either  twenty  or  ten,  as  is  called  for  by  the  case. 

Mr.  Mead:  Do  you  increase  your  surrender  values  on  account 
of  your  extra  reserve  ? 

Mr.  Buttolph:  No;  we  do  not  allow  the  extra  reserve,  and 
yet  we  are  entirely  within  the  law  because  the  extra  reserve  added 
to  the  normal  surrender  charge  never  exceeds  the  amount  allowed 
by  law. 

Mr.  Stayman:  Mr.  President,  I  would  like  to  ask  Mr. 
Buttolph  if  he  sells  that  policy  in  Minnesota. 

Mr.  Buttolph:    No,  we  are  not  doing  business  in  Minnesota. 

Mr.  Staymax:     I  wondered  how  you  got  by  with  it  there. 

Mr.  Portch:  There  is  one  point  in  this  connection  on  which 
I  hope  to  hear  somebody  express  himself.  W^e  all  know  that  the 
continuous-instalment  policy  is  a  very  logical  form  for  the  protec- 
tion of  a  beneficiary,  but  is  it  an  advisable  form  for  a  small  company 
to  issue  ? 

My  own  experience,  and  I  have  no  doubt  the  experience  of 
several  other  companies,  is  that  quite  an  elaborate  set  of  continuous- 
instalment  policies  have  been  printed,  and  in  many  cases  it  is  never 
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possible  to  sell  enough  of  them  to  pay  for  the  printing.  My 
thought  on  the  subject  is  this:  The  continuous-instalment  policies 
will  usually  be  taken  in  considerable  sums,  and  a  small  com- 
pany hasn't  a  very  wide  field  among  its  clients  for  a  continuous- 
instalment  policy.  I  would  like  to  know  if  that  has  been  the 
experience  of  others. 

Mr.  Me.\d:     That  has  been  our  experience. 

Mr.  Stayman:     It  has  been  our  experience  also. 

Mr.  Mead:  Several  years  ago  the  Michigan  State  Life  issued 
continuous  monthly-income  policies  and  only  eight  or  ten  of  them 
were  written.  I  cited  that  experience  as  a  reason  why  the  Lincoln 
Life  should  not  get  out  such  policies,  although  we  realized  that  the 
continuous-instalment  policy  is  the  only  real  protection,  as  it 
permanently  protects  the  beneficiary.  When  we  did  introduce 
our  continuous-instalment  policies  I  believe  it  was  over  a  year 
before  we  had  ten  on  our  books.  We  haven't  very  many  now 
after  the  lapse  of  several  years.  Its  field  is  in  the  large  cities  among 
those  who  purchase  large  policies.  Most  of  our  companies  write 
very  little  of  the  business  of  that  type. 

Mr.  Campbell:  I  am  very  glad  to  hear  of  Mr.  Portch's  and 
Mr.  Mead's  experience  with  this  class  of  policies  because,  from  my 
own  experience,  which  is  entirely  with  small  companies,  I  have 
always  advised  against  issuing  continuous-instalment  policies,  for 
the  very  reason  that  the  company  might  be  disappointed  in  the 
volume  of  sales. 

Mr.  H.  S.  V.\il:  Mr.  President,  I  would  like  to  refer  to  the 
history  of  the  adoption  of  the  continuous-instalment  contract  and 
to  cite  my  personal  experience,  which  may  be  interesting  to  the 
members  of  the  Institute. 

It  has  been  my  pleasure  to  serve  agencies  as  well  as  companies, 
and  I  think  that  this  question  of  the  amount  of  the  contract  written 
will  be  covered  very  largely  by  the  agency  interest  in  the  form  of 
contract.  To  illustrate,  years  ago,  fifteen  or  twenty  years  ago, 
one  agency  of  our  city  became  quite  interested  in  the  instalment 
feature.  At  that  time  it  was  not  written  except  by  one  other 
agency  in  the  city.  Subsequently  it  was  presented  to  several 
companies,  notably  the  one  of  which  Mr.  McClintock  was  the 
actuary.  When  I  ottered  it  to  his  company,  there  was  a  great  deal 
of  discussion  about  it.     It  was  presented  to  the  directors  at  three 
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different  times  and  turned  down  twice.  The  president  opposed 
it  because  he  wanted  to  be  reUeved  from  the  investment  of  the 
money  as  soon  as  death  occurred.  But  fmally  it  was  granted. 
Later  on  when  the  agent  in  question  severed  his  connection  with 
that  particular  agency  and  went  w4th  another  Chicago  agency, 
the  other  Chicago  agency  became  interested  in  the  continuous- 
instalment  contract.  I  computed  the  rate  and  suggested  the  terms 
of  the  contract  for  that  agency  and  submitted  it  to  Mr.  McClintock, 
who  was  then  actuary  of  the  other  company,  and  greatly  to  our 
surprise,  because  he  was  quite  an  advocate  of  the  plan  at  the 
time  of  the  original  submission  of  the  instalment  contract,  he 
turned  it  down,  because  he  said  that  the  Chicago  agencies  were 
really  the  only  ones  that  were  handling  the  instalment  contract. 
By  very  great  perseverance  and  by  calling  his  attention  to  the 
fact  that  both  of  the  agencies  stood  very  close  to  the  top  of  the  list 
in  business  written,  the  plan  w-as  approved,  but  still  it  was  not 
adopted  until  his  company  reached  the  semi-centennial,  and  then 
the  continuous  instalment  came  out  as  the  new  contract  for  the 
year. 

1  think  that  this  is  an  illustration  of  the  agency  influence  in 
securing  this  particular  form  of  contract.  It  is  largely  an  agency 
matter.  If  an  agency  can  be  interested  in  pushing  any  form  of 
contract,  that  contract  is  going  to  be  needed.  It  will  depend  on 
the  popularity  of  the  contract  selling  itself.  I  think  that  other 
members  would  have  the  same  experience  that  we  have  had  here 
with  regard  to  this  form  of  contract. 

Mr.  Buttolph  :  Do  not  most  of  our  companies  write  monthly- 
income  policies  or  annual-instalment  policies,  and  is  there  any  good 
reason  why  there  should  not  be  the  same  demand  for  continuous- 
instalment  policies  that  there  is  for  either  a  monthly-income  or  an 
annual-instalment  policy  for  twenty  years? 

I  can't  see  why  it  should  be  a  different  class  of  insurers  that 
would  demand  continuous  instalment  from  those  that  would 
demand  an  instalment  policy  payable  during  twenty  years,  either 
annually  or  monthly. 

Mr.  Mead:  I  think  that  the  class  is  e.xactly  the  same,  but 
that  if  you  were  to  canvass  our  companies  you  would  find  that  very 
few  of  them  sell  instalment  policies  either  with  or  without  the 
continuous  feature. 
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Mr.  Graham:  There  is  a  practical  consideration  in  connec- 
tion with  these  continuous  monthly-income  policies  which  I  think 
explains  why  our  agents  are  not  handling  them  to  any  great 
extent.  Our  own  experience  has  been  just  the  same  as  these 
other  companies,  namely,  that  the  continuous  monthly-income 
policy  is  one  that  is  sold  very  largely  to  business  and  professional 
men  in  the  large  cities,  and  that  there  is  very  little  demand  for 
it  in  the  country  districts.  The  farmer  does  not  feel  that  he 
must  furnish  his  wife  with  a  monthly  income.  She  does  not  have 
one  while  he  is  living  and  he  can't  see  why  she  should  have  one  after 
he  is  dead.  • 

The  point  that  I  want  to  make  in  particular  is  that  our  agents 
can  very  often  get  a  hearing  with  a  man  on  the  proposition  of 
monthly  income  and  thus  bring  to  his  attention  the  inadequacy 
of  the  amount  of  insurance  he  is  at  present  carrying  and  the  need 
for  a  larger  amount.  The  agent  may  not  sell  the  continuous- 
instalment  policy  because  it  is  something  to  which  the  insuring 
public  is  not  yet  educated,  but  it  can  be  used  to  bring  home  in  a 
very  telling  way  the  necessity  for  carrying  more  insurance.  Our 
agents  are  finding  it  useful  in  that  way. 

Mr.  Beckett:  Mr.  President,  I  think  I  have  mentioned  once 
before  in  the  Institute  a  very  peculiar  situation  in  our  company, 
which  still  persists. 

I  am  quite  convinced  that  the  reason  we  do  not  sell  continuous- 
instalment  insurance  is  because  the  agents  do  not  sell  it.  There  is 
a  demand  on  the  part  of  the  people  for  that  sort  of  insurance  for 
the  reason  that  we  have  a  very  large  number  of  policyholders 
holding  policies  of  live  thousand  dollars  who  on  their  own  initiative 
write  the  company  and  ask  us  to  indorse  their  policies  so  that  they 
might  be  paid  in  annual  instalments.  Nothing  has  been  sent  out 
by  the  company  to  the  policyholders.  There  has  been  no  action 
in  a  general  way  on  the  part  of  our  company  to  have  this  change 
made.  It  is  a  matter  that  the  policyholders  have  taken  up  of 
their  own  accord. 

Mr.  Cathles:  I  want  to  make  the  same  remark  practically 
that  I  made  at  the  meeting  to  which  Mr.  Beckett  refers,  if  Mr. 
Mead  will  promise  not  to  call  me  down  like  he  did  before.  Mr. 
Beckett  says  that  his  company  is  constantly  in  receipt  of  requests 
for  policies  to  V)e  made  payable  in  instalments.     He  must  have 
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some  way  of  hypnotizing  his  poHcyholders  into  doing  that,  and  I 
wish  he  would  let  me  into  the  secret  of  it,  because  I  have  sent  out 
special  notices  to  every  policyholder  in  my  own  company,  and 
there  are  something  over  twenty  thousand  of  them,  on  this  sub- 
ject with  no  results.  The. notice  was  incorporated  in  a  "service 
card"  which  inquires  if  the  beneficiary  is  still  living,  if  the  policy- 
holder is  getting  the  mail  promptly,  if  he  got  notice  of  this  free 
disability  benefit,  and  incidentally  when  he  thinks  he  will  need  some 
more  insurance.  One  question  in  this  notice  is,  "Would  you  prefer 
to  have  your  policy  payable  in  instalments  yearly  or  monthly?" 
I  get  lots  of  those  cards  back.  Every  day  there  are  a  few  of  them. 
But  I  do  not  think  we  have  had  more  than  a  dozen  altogether  who 
have  actually  asked  me  to  make  their  insurance  payable  in  instal- 
ments.    I  think  Mr.  Graham  has  hit  the  nail  on  the  head. 

I  was  hoping  that  someone  else  would  take  up  Mr.  Buttolph 
and  challenge  his  method  of  calculating  the  extra  premiums  for 
the  continuous-instalment  benefit — I  consider  his  method  is  inde- 
fensible. It  is  convenient  and  safe  beyond  a  doubt,  but  if  the 
principle  of  looking  at  the  continuous-instalment  feature  separately 
from  the  rest  of  the  policy  were  followed  to  its  logical  conclusion, 
would  we  not  be  prevented,  for  example,  from  giving  any  surrender 
values  under  an  endowment  policy?  You  can't  afford  to  give  a 
cash  surrender  value  on  a  pure  endowment  policy.  You  do  give 
a  surrender  value  under  an  endowment  policy  because  you  have 
there  pure  endowment  combined  with  term  insurance.  And  so 
I  think  we  can  afford  to  face  these  inadequate  premiums  and  not 
be  misled  into  making  a  bogy  of  negative  reserves.  That  isn't 
what  is  dangerous.  The  danger  is  the  inadequacy  of  the  premium, 
which  results  in  a  negative  reserve  for  the  first  years.  That  is  to 
say,  instead  of  having  an  adequate  premium  to  begin  with,  you 
have  an  inadequate  premium  with  a  premium  that  is  more  than 
adequate  later.  It  is  the  inadequate  premium  for  the  risk,  that 
is,  the  danger,  not  the  mere  technical  thing  that  it  shows  up  with 
a  negative  reserve.  It  has  always  appeared  to  me  that  just  as 
we  could  give  a  surrender  value  for  an  endowment  policy  so  could 
we  afford  to  accept  these  inadequate  premiums  when  they  were 
tacked  on  tight  to  a  regular  life  policy. 

Mr.  Gr.aham:  Even  if  you  do  not  have  a  surrender  charge 
on  the  regular  policy  ? 
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Mr.  Cathles:     With  regard  to  the  instalment  policy? 

Mr.  Graham:  If  the  man  surrenders,  say  in  the  fifth  year, 
and  if  there  is  a  negative  reserve,  you  give  him  the  full  reserve. 

Mr.  Cathles:  Yes,  you  are  going  to  lose.  There  is  no 
doubt  about  it,  because  what  you  call  "full  reserve "  is  greater  than 
the  actual  technical  reserve. 

Mr.  Graham  :     Where  are  you  going  to  get  il  from  ? 

Mr.  Cathles:    You  are  not  going  to  get  it  from  him. 

Mr.  Graham:  That  is  just  the  point  Mr.  Buttolph  is  making. 
I  think  that  you  ought  to  charge  an  adequate  premium. 

Mr.  Cathles:  Yes,  he  is  charging  everybody  an  excessive 
premium  to  balance  the  loss  on  the  few  that  surrender  if  you  give 
a  surrender  value  greater  than  the  technical  reserve.  You  usually 
have  a  surrender  charge  which  makes  up  at  least  a  part  of  the 
loss,  and  it  is  your  own  fault  if  you  give  surrender  values  in  excess 
of  your  reserves. 

I  was  interested  in  Mr.  Vail's  remarks  because  I  had  always 
understood  that  it  was  the  impression  made  on  Mr.  McClintock 
by  seeing  beneficiaries  under  Mutual  Life  policies  who  had  come 
to  the  end  of  the  twenty  years  for  which  their  income  was  granted 
under  an  instalment  policy  and  found  themselves  suddenly  without 
an  income  upon  which  they  had  come  to  rely,  and  which  they 
had  come  to  consider  permanent,  that  changed  his  attitude.  That, 
of  course,  is  sufficient  excuse  to  urge  the  sale  of  continuous- 
instalment  polices. 

I  think  that  the  government's  handling  of  this  soldiers'  and 
sailors'  insurance  is  going  to  help  us  on  instalment  insurance, 
because  they  have  insisted  that  the  benefits  under  these  laws 
shall  not  be  paid  to  anyone  in  a  lump  sum  except  to  a  partly  dis- 
abled man  who  wishes  to  set  up  or  to  purchase  a  business  for  him- 
self. Generally  it  is  going  to  be  paid  in  instalments.  That  is 
going  to  help  us  sell  instalment  policies. 

It  is  true  that  this  instalment  business  is  an  agency  question, 
and  its  failure  may  very  well  be  due  to  a  great  extent  to  the  reason 
that  Mr.  Graham  assigns,  but  the  result  of  my  inquiry  of  agents 
as  to  why  more  of  these  instalment  policies  are  not  sold  is  this: 
The  agent  thinks  that  there  are  now  enough  obstacles  between  the 
prospective  and  the  actual  sale  of  a  policy,  that  there  are  already 
too  many  questions  to  be  asked,  and  that  this  one  of  getting  the 
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age  of  a  man's  wife  is  another  liuie  alleyway  down  which  the 
prospect  may  lx)Il  away  from  the  agent.  He  says,  "  I  don't  want 
to  bring  in  anything  in  selling  a  policy  that  I  don't  have  to."  I 
would  ten  times  rather  try  to  sell  a  man  a  limited  monthly-income 
policy  than  the  continuous  monthly-income  policy,  and  even  after 
I  have  sold  him  the  monthly-income  policy  I  would  not  dare 
bring  out  the  continuous  policy  because  it  might  show  him  the 
disadvantages  of  the  one  he  has  just  agreed  to  take. 

Mr.  Mead:     That  is  a  rural  condition. 

Mr.  Cathles:  Now  you  promised  me  you  wouldn't  break 
in  and  tell  them  that  1  live  in  the  country. 

Mr.  Buttolph:  Mr.  Cathles  has  stated  that  a  negative 
reserve  is  a  bogy  and  that  the  inadequate  premium  is  the  real 
trouble.  It  appears  to  me  that  the  negative  reserve  is  merely 
the  result  of  an  inadequate  premium  and  should  not  be  regarded 
as  anything  else.  I  referred  to  the  negative  reserve  as  the  most 
simple  way  of  showing  the  inadequacy  of  the  premium. 

Mr.  H.  S.  Vail:  I  think  that  Mr.  Cathles  is  going  to  bring 
us  all  to  our  feet  to  defend  ourselves.  That  is  the  beauty  of  a 
meeting  of  this  kind. 

I  want  to  say  that  this  question  is  really  a  combination  ques- 
tion. It  comes  up  properly  in  an  actuarial  meeting,  also  in  an 
agency  meeting,  because  it  is  largely  an  agency  question.  The 
continuous-instalment  contract,  I  think,  is  also  very  largely  a 
city,  a  metropolitan  agency,  question.  It  was  in  that  connection 
that  I  brought  up  the  matter  and  called  out  the  reply  which  Mr. 
Cathles  made. 

It  is  the  agency  that  has  most  to  do  with  this  matter.  One 
of  our  prominent  men,  past  middle  life,  had  three  young  daughters. 
He  remarked  to  the  agent,  "What  is  the  use  of  this  twenty-year 
instalment  contract  ?  My  daughters  are  likely  to  survive  me 
more  than  twenty  years."  The  agency  therefore  instructed  me 
to  prepare  a  contract  that  could  be  sold  to  that  man.  I  worked 
out  the  proposition  and  sent  it  to  Mr.  McClintock,  stating  that 
the  twenty-year  instalment  could  not  be  sold  to  cases  of  this 
nature,  but  that  the  agency  was  confident  that  the  continuous- 
instalment  contract  would  sell  well.  I  received  a  letter  a  few 
months  later,  at  the  time  of  the  i^emi-centennial,  stating  that  that 
new  contract  had  been  adopted. 
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I  have  presented  the  continuous  instalment  to  the  agency 
meetings,  as  I  beUeve  it  is  something  that  will  help  sales,  and  the 
actuary  ought  to  help  the  sales  of  his  agency  as  much  as  possible. 
That  is  where  the  actuary  can  render  valuable  service.  He  can 
prove  to  the  agent  and  through  him  to  the  prospective  purchaser 
that  the  amount  of  insurance  that  he  now  has  is  absolutely  inade- 
quate to  the  needs  of  his  beneficiary.  He  will  treat  the  matter 
as  a  cash  investment,  stating  precisely  the  return  that  can  be 
expected.  He  will  show  what  a  small  amount  of  return  there  would 
be  on  the  amount  of  life  insurance  the  policyholder  is  now  carrying 
if  it  were  invested  at  the  regular  rates  of  interest.  The  agent,  if 
he  has  any  ingenuity  at  all,  can  find  cases,  as  was  done  here  in  our 
city,  where  large  amounts  of  money  were  paid  over  to  beneficiaries 
and  were  simply  squandered  like  water. 

That  is  one  of  the  real  reasons  why  the  instalment  or  the 
continuous-instalment  contract  is  bound  to  be  more  largely  sold 
in  the  future  than  it  is  now,  or  has  been  in  the  past.  I  believe 
what  Mr.  Cathles  said,  and  what  the  President  said  in  his  opening 
remarks,  that  owing  to  the  war  the  federal  government  is  going 
into  the  life  insurance  business  and  is  placing  it  upon  a  higher 
plane  than  it  has  ever  held  before.  We  are  now  in  a  business  in 
which  the  government  itself  is  taking  the  lead. 

Mr.  Beckett:  Mr.  President,  just  one  word  further  with 
reference  to  the  matter  concerning  which  Mr.  Cathles  has  raised  a 
cjuestion. 

I  think  that  there  is  no  reason  for  that  suggestion  that  might 
seem  to  be  anomalous.  There  is  no  question  that  practically  all  the 
pre-eminent  and  big  life  underwriters  are  today  talking  instalment- 
settlement  insurance  of  one  kind  or  another.  Attend  the  meeting 
of  the  Life  Underwriters'  Association  and  hear  them  talk.  The 
big  men  are  selling  and  talking  instalment  insurance,  talking  it 
at  least. 

My  correspondence  would  seem  to  indicate  that  in  a  large  num- 
ber of  cases  the  matter  has  been  brought  to  the  attention  of  the 
policyholder.  The  fact  of  the  matter  is  that  soliciting  agents 
endeavoring  to  interest  men  in  instalment  policies  have  been  decent 
enough  to  tell  them  that  the  insurance  they  have  could  be  so 
arranged.  1  know  that  to  be  true  in  a  large  number  of  cases. 
So  that  is  where  the  thing  really  starts.     Then  they  take  that 
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matter  uj)  with  the  company  to  see  if  it  can  be  so  arranged.  We 
do  not  present  any  arguments  for  or  against  the  change.  But  I 
do  not  recall  a  single  instance  of  a  man  who  has  taken  the  question 
up  with  us  and  has  stated  that  he  would  like  to  have  the  payments 
made  in  instalments,  where  that  has  not  been  done.  I  do  not 
recall  a  single  instance  of  a  revocation  of  the  arrangement. 

Mr.  Porter:  I  presume  that  all  of  the  companies  here  have 
the  provision  "or  to  pay  the  proceeds  thereof  at  death  in  a  limited 
number  of  payments  during  the  life  of  the  beneficiary"  on  the 
back  of  their  policies.  I  found  that  that  can  be  taken  care  of  in 
this  way  very  well  where  the  agents  jusl  want  to  get  a  lot  of  things 
that  they  can  talk  about,  and  in  that  way  you  can  take  care  of  the 
continuous-instalment  feature.  A  great  many  agents,  although 
they  may  know  about  the  existence  of  all  the  features  that 
appear  on  the  face  of  the  policy,  do  not  know  anything  about  the 
continuous-instalment  feature  or  the  limited-instalment  feature 
that  appears  on  the  back  of  the  policy. 

Mr.  Campbell:  There  has  been  a  great  deal  said  about  ade- 
quate premiums  and  negative  reserves,  etc.,  but  it  seems  to  me 
that  this  discussion  would  not  be  complete  without  a  statement 
as  to  the  table  of  mortality  that  should  be  used  in  these  computa- 
tions. I  think  that  it  would  be  a  very  interesting  and  a  very 
valuable  contribution  to  the  discussion  on  this  subject  if  some 
of  the  members  present  whose  companies  are  using  those  policies 
would  signify  to  the  members  what  table  of  mortality  is  used  in 
their  calculations. 

Mr.  Portch:  I  know  of  one  quite  large  company  that  cal- 
culates the  extra  premiums  on  the  American  35  per  cent  table 
with  10  per  cent  loading. 

Mr.  Campbell:     Is  that  the  usual  practice? 

Mr.  Portch:  That  is  the  practice  of  one  company  that  I 
know  of. 

Mr.  Mead:  I  think  that  it  is  the  usual  practice  to  use  the 
American  table. 

Mr.  Portch:  There  is  one  point  that  has  been  worked  out 
in  a  small  way  in  a  policy  under  which  the  sum  insured  was  payable 
in  twenty  annual  instalments.  There  was  inserted  an  optional 
method  of  settlement  under  which  in  lieu  of  taking  the  twenty 
annual  instalments  the  payee  could  accept  continuous  instalments. 
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That  is,  in  lieu  of  taking  twenty  annual  instalments  certain,  the 
beneficiary  could  accept  instalments  for  twenty  years  certain 
and  as  long  thereafter  as  she  lives.  This  has  proved  to  be  a  very 
attractive  feature.  I  do  not  know  that  any  other  company  ever 
tried  to  put  such  a  feature  in  a  twenty-year  instalment  policy, 
but  it  works  out  very  nicely,  especially  at  the  higher  ages.  Take, 
for  example,  a  payee  at  age  sixty-five.  In  lieu  of  fifty  dollars  a 
year  for  twenty  years  certain  she  can  obtain  forty-nine  dollars 
a  year  for  twenty  years  certain  and  as  long  thereafter  as  she  may 
live.     It  is  a  small  matter,  but  it  works  out  very  well. 

Mr.  Pattison:  I  would  like  to  ask  Mr.  Portch  as  to  the 
form  of  the  clause  containing  the  continuous-instalment  option 
in  the  policy  which  he  has  just  described  to  us.  It  would  seem  to 
me  that,  unless  the  fact  that  the  amount  of  the  benefit  would  be 
reduced  was  prominently  set  forth  in  this  clause,  a  policy  of  this 
kind  could  be  very  easily  misrepresented  by  the  agent. 

Mr.  Portch:     The  amount  of  the  benefit  is  not  reduced. 

Mr.  Pattison  :    The  amount  of  the  instalment  ? 

Mr.  Portch:  Oh,  yes.  This  was  simply  an  optional  method 
of  settlement. 

Mr.  Pattison:  Couldn't  the  agent  say  to  his  prospect, 
"Now,  the  benefit  under  this  policy  is  only  payable  for  twenty 
years,  but  there  is  a  provision  in  the  policy  whereby  the  payments 
may  be  continued  during  the  life  of  the  beneficiary,  and  if  you  so 
desire  you  could  have  your  policy  arranged  so  as  to  be  payable 
in  that  way,  without  any  increase  in  the  premium,"  without  any 
mention  of  the  fact  that  the  amount  of  the  instalments  would  be 
less  if  the  insured  took  advantage  of  this  provision  ? 

Mr.  Portch:  I  think  that  that  would  be  impossible  because 
the  policy  gives  a  table  for  all  ages  of  the  beneficiary  from  fifteen 
to  sixty-five. 

Mr.  Pattison:  That  is  what  I  wanted  to  ask,  as  to  what 
shape  it  was  in. 

Mr.  Portch:  It  is  almost  the  same  as  the  continuous- 
instalment  benefit  in  the  ordinary  policy. 

Mr.  H.  S.  Vail:  Mr.  President,  I  want  to  say  that  I  think 
you  are  perfectly  right.  During  the  fourteen  years  that  I 
served  as  actuary  of  the  Insurance  Department  of  Wisconsin  I 
had  to  value  the  contracts  written,  and,  while  I  was  responsible 
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for  the  adoption  of  the  plan,  it  added  considerably  to  my  labors 
as  state  actuary,  as  I  had  to  value  this  very  policy.  While  I  got 
three  cents  a  thousand  for  doing  it,  it  practically  cost  me  several 
days'  hard  work. 

Mr.  Vineberg:  I  do  not  know  how  most  of  the  companies 
got  their  extra  premiums  for  this  deferred  benefit,  but  last  year,  or 
rather  two  years  ago,  I  calculated  the  extra  premiums  on  the  basis 
of  the  American  Experience  Table  with  3I  per  cent  for  the  insured 
and  the  Danish  Survivorship  Table  for  the  beneficiary.  I  found 
on  making  a  comparison  between  them  and  the  gross  premiums 
published  by  one  of  the  large  eastern  companies,  whose  rates  have 
been  copied  by  a  number  of  the  smaller  companies,  that  at  many 
of  the  older  ages  the  net  rates  on  the  above-mentioned  basis  were 
higher  than  the  published  gross  premiums. 

PR.\CTICAL  HANDLING  OF  PERMITS  FOR  WAR  SERVICE.  BOTH 

FREE   AND   SUBJECT  TO   ANNU.\L   EXTRA   CHARGE 

WHETHER   VARIABLE   OR    FIXED 

Mr.  Seitz:  Of  course,  all  I  could  say  with  regard  to  this 
matter  would  be  as  to  the  way  we  are  personally  handling  it. 
Whether  that  is  the  proper  way  or  not  might  be  developed  on 
further  discussion.  When  we  issue  a  permit  we  make  out  a  card 
filed  alphabetically  so  that  we  can  determine  whether  that  party 
has  previously  had  a  permit.  Upon  the  notice  card,  which  is  a 
card  arranged  by  agencies,  we  write  in  red  ink  the  words,  "War 
Permit,"  so  that  the  renewal  clerk  may  send  out  a  notice  for  the 
additional  war  premium  if  required.  When  the  permit  is  first 
issued  we  write  the  words  "War  Permit."  That  would  indicate 
that  the  premium  is  not  yet  payable  by  the  insured,  but  when  we 
obtain  the  advice  that  the  insured  has  left  the  country  we  then  write 
below  the  words  "War  Permit,"  the  extra  premium  on  the  basis 
of  one  hundred  dollars  a  thousand,  and  if  the  premium  be  paid  we 
also  enter  that  upon  the  card. 

We  keep  an  individual  record  of  the  permits.  The  reason  we 
do  that  is  because  our  clause  states  that  if  the  aggregate  mortality 
on  account  of  such  service  be  less  than  the  premiums  received  from 
the  insured  we  will  return  the  unearned  portion  of  it. 

There  is  another  point  in  this  connection  on  which  I  would  like 
to   get   a   little   information   and  which   might   provoke   further 
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discussion  along  this  line.  That  is,  what  is  the  consideration  given 
to  the  verbiage  used  by  practically  all  the  companies  that  military 
service  in  time  of  war  without  a  permit  is  a  risk  not  assumed  by 
the  company  ?  Have  the  companies  taken  that  as  meaning  only  a 
partial  decrease  in  the  insurance  in  case  of  death  from  service,  or 
that  the  policy  is  null  and  void  ? 

Mr.  Beckett:  I  think  that  this  is  a  subject  upon  which  we 
ought  to  be  very  frank.  I  feel  that  it  is  one  of  the  most  important 
subjects  up  for  discussion  before  the  Institute.  The  phase  of  it 
that  appeals  to  me  as  being  of  particular  importance  is  perhaps  not 
so  much  the  practical  handling  of  the  matter  in  the  ofhce,  which  is 
merely  an  office  detail,  requiring,  however,  very  careful  super- 
vision, as  the  matter  of  handling  the  whole  question  with  the 
policyholders  in  such  a  way  that  they  will  understand  the  situation 
and  will  not  feel  dissatisfied. 

I  undertook  to  supervise  and  practically  to  handle  all  the 
correspondence  in  our  company  relating  to  military  and  naval 
service.  I  have  been  interested  in  watching  the  trend  of  that 
correspondence,  and  particularly  now  since  the  government  has 
offered  insurance  at  a  very  low  rate  to  soldiers  and  sailors. 

One  way  by  which  we  can  do  good,  as  was  explained  yesterday, 
is  to  show  the  people  involved  that  the  insurance  the  government 
is  furnishing  is  part  of  their  pay.  That  is  the  position  I  take.  Of 
course  we  all  have  a  great  many  inquiries  coming  one  way  or 
another  about  this  government  insurance.  Men  are  interested 
and  want  to  know  whether  they  should  take  it.  I  find  that 
already  a  few  policies  in  our  company  are  being  canceled,  some 
without  any  military  or  naval  service  provision  at  all,  by  men  who 
are  in  the  training  camps  because  they  say  they  can  get  cheaper 
insurance  from  the  government.  I  think  that  there  are  very  few 
people  involved  who  believe  that  the  companies  are  holding  them 
up  or  doing  anything  that  is  wrong  in  charging  the  extra  premiums, 
but  if  we  are  not  careful  some  people  are  likely  to  jump  to  the 
conclusion  that  the  low  rate  at  which  the  government  is  furnishing 
insurance  is  about  the  rate  at  which  insurance  really  could  be 
furnished  if  the  companies  were  not  desirous  of  making  such  a  big 
profit.  Now  that  is  the  thing  that  we  must  prevent,  and  I  have 
found  it  necessary  to  give  that  correspondence  very  careful  con- 
sideration, to  answer  in  considerable  detail  the  questions  that  these 
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people  ask,  and  1  ihink.  it  is  worth  while.  1  know  ot  no  better 
way  to  show  them  than  to  explain  that  it  is  part  of  their  pay,  and 
that  if  they  do  not  avail  themselves  of  this  ihey  are,  of  course, 
losing  part  of  their  pay.  It  is  not  very  difficult  to  make  this  clear 
to  any  reasonable  person,  and  my  experience  leads  me  to  believe 
that  you  can  prove  to  most  people  that  the  companies  arc  treating 
them  fairly  and  squarely.  But  there  are  a  great  many  people  so 
situated  that  they  cannot  keep  up  their  regular  premiums  on  their 
life  insurance  and  the  extra  premium  required  for  na\al  and  military 
seirvice  and  at  the  same  time  the  premium  required  by  the  govern- 
ment. Therefore  I  say,  in  order  to  handle  this  subject  so  as  to 
prevent  dissatisfaction  and  to  educate  the  people  properly,  we 
should  give  the  matter  a  great  deal  of  consideration  and  attention. 

With  regard  to  the  practical  handling  of  the  subject,  when  a 
permit  is  issued  a  card  is  made  which  goes  to  the  policy  depart- 
ment, back  to  the  auditing  department,  and  finally  lands  in  the 
actuarial  department,  so  that  .everybody  along  the  line  is  advised, 
and  in  the  later  forms,  where  military  or  active  service  in  the  Army 
or  Navy  automatically  cancels  the  double-indemnity  and  total- 
and  permanent-disability  benefits  provided  in  the  policy,  this  card 
has  a  place  on  it  to  make  those  deductions,  and  when  the  permit  is 
issued,  if  the  policyholder  has  paid  his  premiums  some  time  in 
advance,  as  is  usually  the  case  when  the  permit  is  issued,  the 
unearned  premium  for  the  total  and  permanent  disability  and  the 
double  indemnity  is  calculated  and  a  check  for  that  amount  is 
drawn  and  sent  to  the  insured  together  with  the  permit. 

Mr.  Seitz:  What  is  your  clause,  Mr.  Beckett,  in  the  later 
policies  ? 

Mr.  Beckett:    What  is  the  provision? 

Mr.  Seitz:  Yes,  with  regard  to  military  service  in  time  of 
war  without  a  permit.  Do  you  state  specifically  in  the  policy,  in 
that  clause,  that  the  policy  becomes  null  and  void  or  that  it  is 
invalidated  ? 

Mr.  Beckett:  No,  we  have  practically  the  clause  used  by 
the  joint  committee  of  insurance  commissioners  and  representatives 
of  life  companies. 

Mr.  Me.\d:  Mr.  Beckett,  have  you  any  policies  with  your 
double  indemnity  which  have  no  military  restrictions  ? 

Mr.  Beckett:     Yes. 
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Mr.  Mead:  Have  you  any  provision  for  cancellation  of  the 
double  indemnity  in  those  policies  ? 

Mr.  Beckett:  Our  position  in  that  matter  is  that  death 
resulting  from  mililar\-  and  naval  service  is  not  covered  b\-  the 
double  indemnity. 

Mr.  Mead:  That  it  is  not  an  accident,  regardless  of  con- 
ditions ? 

Mr.  Beckett:    Yes. 

jMr.  Campbell:  While  we  are  on  this  discussion  I  would  like 
to  ask  an  elementary,  although  a  very  practical,  question,  and  that 
is  how  ought  we  to  carry  the  liability  on  those  extra  premiums? 
Do  we  carry  them  until  the  end  of  the  war  without  reference  to  the 
actual  mortality  experienced  ? 

Mv  own  opinion  would  be  that  we  should  carry  the  extra 
premiums  less  the  difference  between  the  actual  and  expected 
mortality  during  the  year.  I  do  not  know  what  the  practice  of  the 
companies  would  be  in  that  respect.  A  discussion  on  that  phase 
of  the  subject  would  prove  very  valuable  to  me  and  I  think  might 
prove  valuable  to  some  of  the  other  members  present. 

Mr.  Pattison:  Mr.  Campbell's  question  raises  an  interesting 
point.  It  is  my  understanding  that  most  of  the  companies  have 
promised  their  policyholders  who  are  paying  these  extra  premiums 
that  within  a  certain  period  after  the  close  of  the  war  the  company 
will  return  the  portion  of  the  extra  premiums  which  have  not  been 
used  in  the  payment  of  war  death  claims.  In  such  a  case  I  believe 
it  would  be  our  duty  to  hold  the  entire  gross  extra  premiums  as  a 
liability,  deducting  therefrom  any  payments  made  on  account 
of  death  claims  incurred  on  such  policies  while  the  policyholder 
was  engaged  in  military  or  naval  service.  I  do  not  feel  that  any 
other  possible  construction  could  be  put  upon  the  liability  in  that 
case.  I  think  that  the  whole  amount  of  the  extra  premiums  should 
be  considered  as  a  liability,  and  that  we  should  hold  the  whole 
premium  because  we  promised  to  return  the  whole  premium,  less 
cost.  My  idea  would  be  that  in  order  to  obtain  our  liability  we 
should  deduct  from  the  total  of  our  gross  extra  premiums  any  cost 
which  would  normally  be  deducted  in  the  subsequent  distribution 
at  the  end  of  the  war  of  these  extra  war  premiums.  Our  liability 
to  the  policyholders  should  be  figured  just  as  if  the  war  were  to  end 
tomorrow.     The  company  with  which  I  am  connected  has  issued 
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a  large  numl^er  of  military  permits  for  a  small  company — I  imagine 
about  fifty  permits.  The  reason  for  this  has  been  that,  in  accord- 
ance with  the  recommendation  of  the  insurance  commissioners, 
the  company  has  insisted  that  a  policyholder,  in  order  to  obtain 
a  military  permit,  must  obtain  this  permit  and  pay  his  extra 
premium  at  the  date  of  enlistment  rather  than  when  he  crosses 
the  water. 

Mr.  Cathles:  When  you  issue  the  military  permit  upon 
enlistment  do  you  charge  the  $37  .50? 

Mr.  Pattison:  Yes,  we  charge  $37  .50.  We  have  found  that 
there  has  been  no  complaint.  Our  policyholders  seem  to  think  that 
this  is  a  very  reasonable  charge,  and  we  have  issued  a  number  of 
permits  to  men  in  training. 

Our  practical  method  of  handhng  it  is  comparatively  simple. 
We  do  not  issue  a  permit  until  we  get  the  cash.  We  charge  a 
proportionate  rate  for  the  unexpired  term  until  the  following 
premium  anniversary,  and  from  then  on  $3 7. 50  per  thousand 
annually.  A  notation  is  then  made  on  the  premiun  card,  which  is 
filed  by  due  date,  and  a  card  is  also  made  out  showing  the  amount 
of  the  extra  premium.  This  card  is  kept  in  the  actuarial  depart- 
ment. There  are  spaces  on  the  card  for  six  entries,  a  space  to 
show  the  total  extra  premiums  paid,  a  space  to  show  the  amount  of 
the  death  claim,  if  any,  paid  on  that  particular  policy,  and  a  space 
to  show  the  subsequent  return  to  the  policyholder.  I  figured  that 
the  war  would  not  last  over  six  years;  perhaps  I  was  mistaken  in 
this. 

In  dealing  with  our  policyholders  by  correspondence  we  have 
endeavored  to  show  them  the  advisabihty,  not  so  much  of  paying 
the  extra  premium — we  have  never  urged  them  to  do  that — but  of 
continuing  their  insurance  as  an  investment,  especially  where  they 
have  paid  two  or  more  premiums.  We  have  endeavored  to  per- 
suade the  policyholder  that  it  would  be  to  his  advantage  to  con- 
tinue his  insurance  during  the  war  by  paying  the  regular  premium. 
If  he  should  be  killed  while  at  war,  the  company  would  return  the 
premiums  paid.  If  he  survived  the  war,  the  policy  would  go  back 
into  full  force  and  would  have  exactly  the  same  status  that  it  would 
have  had  had  there  been  no  war  at  all.  We  hav^e  urged  upon  our 
policyholders  the  necessity  of  continuing  on  this  basis,  and  a 
number  of  them  have  done  so. 
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Quite  a  number  of  our  enlisted  policyholders  have  decided  not  to 
pay  the  extra  premiums  for  the  military  permit,  but  simply  to  pay 
their  regular  premiums  and  keep  their  policies  up  in  this  way.  1 
have  been  astonished  at  the  reasonable  attitude  of  our  policyholders 
with  regard  to  this  whole  subject  of  extra  premiums.  We  have 
had  very  few  lapses  which  have  been  occasioned  by  the  military 
and  naval  service  restrictions  in  our  policies. 

Mr.  Buttolph:  I  have  nothing  to  say  on  the  subject  that  is 
printed  on  the  program,  but  we  seem  to  have  got  entirely  away 
from  that.  I  do  not  think  that  the  answer  given  to  Mr.  Camp- 
bell's question  with  regard  to  valuation  ought  to  pass  unchallenged. 
I  believe  it  was  stated  that  there  could  be  no  other  way  of  making  a 
valuation  under  a  clause  where  the  promise  was  made  to  return  to 
the  insured  any  balance  that  might  be  left.  It  seems  to  me  that 
there  could  be  another  way.  The  answer  given  presupposes  a 
profit.  I  think  that  under  the  premiums  charged  many  companies 
will  experience  a  loss  if  the  war  continues  for  any  great  length  of 
time.  Then  comes  up  the  question,  Is  the  method  suggested  a 
proper  one  if  the  experience  throughout  the  war  does  show  a  loss  ? 
I  think  it  is  by  no  means  a  proper  valuation.  Mr.  Campbell's 
suggestion  that  the  expected  extra  mortality  ought  to  be  taken  into 
consideration  is  in  my  opinion  very  much  in  point. 

Mr.  Mead:    What  would  be  the  expected? 

Mr.  Buttolph:  The  expected  would  be  the  basis  of  your 
premium  charge. 

Mr.  Me.ad:    Oh,  I  see. 

Mr.  Buttolph:  Each  company  fixes  its  own  expected  mor- 
tality. To  put  it  concretely,  if  a  company  charges  an  extra 
premium  of  a  hundred  dollars  a  year  to  its  policyholders  who  are 
to  see  actual  service  at  the  front,  and  the  entire  amount  charged 
in  the  first  year  is  expended  in  the  payment  of  losses  within  the 
first  six  months,  it  is  an  absurdity  to  say  that  during  the  next  six 
months,  on  a  policyholder  still  remaining  alive,  there  is  no  liabiHty. 
It  certainly  has  a  liability  of  at  least  fifty  dollars  a  thousand,  being 
one-half  of  the  premium  according  to  its  own  advance  determina- 
tion of  the  risk.  My  argument  is  that  with  its  own  experience 
having  shown  a  mortality  of  two  hundred  dollars  a  year,  it  should 
put  up  a  reserve  of  one  hundred  dollars  per  thousand  to  cover  the 
remaining  six  months,  even  though  its  annual  premium  was  one 
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hundred  dollars  only  and  ihe  entire  amount  of  that  premium  had 
been  spent. 

Mr.  Allison:  Do  I  understand  Mr.  Buttolph  to  say  that  it 
would  be  the  excess  mortality  over  the  normal  mortality  or  over 
the  tabular  mortality  that  it  was  charging  against  ?  In  other 
words,  if  the  company's  normal  mortality  were  55  per  cerit  of  the 
expected  and  it  experienced  a  mortality  of  125  per  cent  of  the 
expected  in  the  class  exposed  to  the  war  risk,  would  it  charge  25  or 
,  70  against  the  extra  premium  that  was  set  aside  ?  Is  it  the 
tabular  mortality  or  the  normal  mortality  of  the  company  that 
serves  as  a  basis  ? 

Mr.  Buttolph:  I  had  not  thought  that  the  normal  mortality, 
if  I  understand  what  is  meant  by  that  term  in  this  connection,  had 
entered  into  the  question  at  all.  Here  is  a  company  that  has 
determined  to  charge  extra  premiums  for  war  risk.  They  have 
a  lot  of  special  premiums  charged  for  special  risks,  and  those 
are  to  be  administered  in  a  special  way  with  a  return  of  any 
unearned  balance  for  that  particular  purpose  not  to  cover  normal 
mortality. 

Mr.  Allisox:  The  point  I  meant  to  raise  is  this:  It  is  pre- 
supposed that  by  using  the  American  Table  of  Mortality  that  we 
are  going  to  make  a  certain  gain  in  mortality.  Now,  we  charge  an 
extra  premium  to  cover  the  war  risk,  and  it  is  proposed  to  accumu- 
late these  extra  premiums  and  set  them  aside  as  a  liabihty.  In 
charging  against  this  accumulation  of  extra  premiums,  the  mortal- 
ity, do  we  charge  the  extra  mortality  experienced  over  the  tabular 
mortality  of  the  table  or  over  the  normal  mortality  of  the  company  ? 
This  is  my  explanation  of  what  I  am  getting  at:  Suppose  your 
mortality  cost  in  your  premium  is  ten  dollars  in  a  year  and  you 
actually  experience  under  normal  conditions  seven  dollars  a  thou- 
sand. On  those  engaged  in  war  you  experience  fifteen  dollars  per 
thousand.  Are  you  going  to  charge  five  dollars  or  eight  dollars 
against  the  extra  premium  set  aside  ? 

Mr.  Mead:  I  entirely  agree  with  Mr.  Buttolph  in  all  his 
contentions  on  the  question  of  valuation.  In  answer  to  Mr. 
Allison's  question,  it  seems  to  me  that  you  must  charge  up  against 
the  war-premium  fund  all  excess  losses  over  your  own  company's 
normal  mortality  exclusive  of  that  incurred  in  connection  with 
miUtary  risks  paying  extra  premiums  for  military  service. 
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Mr.  Allison:  That  is  exactly  my  point,  but  I  did  not  know 
whether  that  had  been  brought  out  here  or  not.  If  I  can  wander 
away  from  this  subject  for  a  moment  to  what  I  consider  to  be  the 
subject  under  discussion,  that  is,  the  practical  handling  of  these 
war  benefits,  one  point  has  occurred  to  me,  and  that  is  the  difficulty 
of  bringing  to  the  attention  of  all  our  policyholders  the  necessity 
of  applying  for  those  war  permits.  Most  of  us  have  a  limitation 
in  our  poHcies  of  a  certain  number  of  days  in  which  to  make  the 
application  for  permit.  We  have  not  been  very  rigid  in  adhering, 
to  that  limitation  of  days.  I  have  put  as  liberal  a  construction  on 
it  as  is  possible.  I  notice  in  one  of  the  eastern  companies  in  which 
I  happen  to  be  a  policyholder  that  when  they  send  their  renewal 
premium  notices  they  include  a  notice  calling  it  to  my  attention,  so 
that  in  case  I  go  to  war  I  may  apply  for  a  permit.  We  are  con- 
sidering something  along  the  same  line,  and  I  would  like  to  hear 
what  other  companies  are  doing  along  that  line. 

Mr.  Cathles:  I  think  that  this  discussion  is  not  going  to  be 
very  valuable  if  developed  along  the  lines  it  has  gone,  I  mean  not 
so  valuable  as  it  might  be  if  we  knew  what  the  provisions  are  in  the 
companies'  policies  now.  In  one  of  your  policies  there  might  be  an 
entirely  different  provision  from  what  there  is  in  my  policies,  and 
your  practice  might  quite  properly  be  entirely  different  from  the 
practice  I  follow  with  regard  to  my  policies.  My  practice  with 
regard  to  my  policies  might  be  entirely  misleading  to  you  unless 
you  knew  what  my  company's  policies  provided.  I  believe  that 
questions  like  this  would  be  more  productive  of  good  if  it  were 
stated  just  what  the  poHcies  provide,  and  then  anyone  with 
similar  provisions  in  his  policies  could  give  the  practice  of  his 
company  in  that  respect.  You  are  just  taking  half  the  question 
and  discussing  it,  and  perhaps  the  discussion  is  a  little  misleading. 

We  are  simply  taking  one  step  at  a  time  in  this  business  and 
are  solving  to  the  best  of  our  abiUty  each  problem  as  it  comes  up. 
I  think  that  these  questions  are  valuable  in  bringing  matters  to  our 
attention  and  giving  us  a  chance  to  get  more  information  perhaps 
in  order  to  assist  us  in  making  up  our  minds  as  to  what  we  should 
do.  This  whole  business  of  war  permits  is  of  very  wide  importance. 
We  have  several  men  present  who  do  not  pretend  to  be  actuaries, 
and  they  are  representing  companies  in  other  capacities.  I  should 
like  very  much  to  hear  expressions  from  them  on  the  point  that 
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Mr.  Beckett  raised,  namely,  the  impression  which  our  handHng  of 
this  whole  matter  will  have  and  is  havinj^  on  the  public.  I  should 
like  particularly  to  hear  from  Mr.  Abels,  of  the  Franklin,  and  from 
some  other  men  who  represent  companies  in  capacities  other  than 
that  of  an  actuary.  I  consider  it  of  immense  importance  that  the 
members  of  this  Institute  should  adopt  the  right  attitude  in  this 
war-permit  business,  and  all  the  information  we  can  get  along  that 
line  would  be  a  valuable  contribution  to  the  discussion  of  this 
particular  question. 

Mr.  Carr:  It  seems  to  me  that  we  ought  to  accentuate,  and 
I  would  like  to  hear  accentuated  here,  the  thought  that  Mr.  Beckett 
has  suggested  with  reference  to  dealing  with  policyholders  in  the 
matter  of  war  risks.  It  means  a  great  deal  to  the  future  of  the 
business.  The  men  in  military  service  for  one  reason  or  another 
are  very  little  different  from  the  ordinary  man  who  is  solicited  for 
insurance.  That  has  been  brought  particularly  to  my  mind  by  the 
fact  that  a  very  small  percentage  of  men  now  in  the  service  appar- 
ently are  taking  advantage  of  the  government  insurance.  It 
seems  to  me  that  in  dealing  with  our  policyholders  we  ought  to  treat 
them  sympathetically,  with  the  idea  that  if  we  in  any  sense  convey 
the  impression  that  we  are  not  giving  them  the  best  service  possible 
from  an  insurance  point  of  view  there  is  going  to  be  a  strong  reac- 
tion against  the  companies  and  against  the  insurance  business 
because  of  the  service  offered  by  the  government.  I  think  we 
should  encourage  every  policyholder  who  inquires,  to  take  this 
government  insurance,  and  we  ought  to  take  time  to  explain  the 
plan  fully  to  them  and  to  urge  them  to  take  it  as  a  war  protection. 
If  they  carry  insurance  with  us  and  they  cannot  pay  the  required 
extra  premium  to  us  and  also  the  government  premium,  we  should 
urge  them  to  carry  the  government  insurance  even  if  it  causes 
them  to  lapse  their  policy  with  our  companies.  This  for  the 
reason  that  it  is  not  the  now  that  is  going  to  count,  but  it  is  a 
question  of  the  effect  after  the  w-ar  is  over.  The  question  will  then 
naturally  arise  as  to  whether  the  insurance  companies  have  done 
the  fairest  and  squarest  thing  in  relation  to  this  matter  or  whether 
they  have  thought  first  of  their  own  pocketbooks  and  the  number 
of  policies  they  could  keep  in  force  even  in  competition  with  the 
government  insurance  at  the  expense  of  the  best  interests  of  the 
policyholders. 
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I  think  that  we  ought  to  educate  the  people  and  have  them 
understand  exactly  what  the  situation  is.  Therefore,  in  my 
opinion,  the  point  that  Mr.  Beckett  has  brought  up  should  be 
emphasized.  And  I  think  that  the  correspondence  in  such  cases 
should  not  be  conducted  by  clerks  in  a  routine  manner,  but  every 
case  should  be  made  a  personal  one  by  a  diplomatic  executive, 
because  it  is  the  after-effect  that  is  going  to  help  or  hurt  our  busi- 
ness. 

Mr.  Porter:  I  suspect  that  I  have  had  considerably  more 
experience  in  dealing  with  the  otlicers'  training  camp  men  and  with 
medical  reserve  officers'  training  camp  men  than  perhaps  a  side- 
line company  would  seem  to  the  members  present  to  be  likely  to 
have.  We  have  the  officers'  training  camp  at  Chickamauga,'  close 
to  Chattanooga.  I  have  had  a  great  many  of  those  men  come  in  to 
talk  to  me  about  it  personally.  They  don't  seem  to  understand 
the  letters  that  they  receive,  not  only  from  the  southern  companies, 
but  even  from  some  of  the  eastern  companies,  especially  those 
letters  which  were  written  during  the  early  stages  of  the  war  when 
there  were  so  many  different  propositions  submitted  by  different 
companies,  and  especially  when  these  men  had  policies  in  different 
companies.  Consequently  they  got  confused  on  it  and  I  had  quite 
a  time  to  keep  up  with  the  propositions  submitted  by  the  different 
companies,  but  I  tried  to  give  them  what  we  call  service.  If  I 
didn't  know  I  took  it  up  with  the  companies  direct  and  got  the 
information  for  them.  I  find  that  that  has  reacted  quite  favorably 
for  us. 

Now  I  have  followed  the  practice  very  much  along  the  line 
Major  Carr  has  just  suggested.  If  it  seems  that  it  would  be  hard 
for  the  men,  or  if  they  think  that  it  isn't  just  right  to  pay  our  extra 
premium,  I  suggest  to  them  that  they  continue  our  policy  in  force 
without  paying  the  extra  premium  simply  for  the  amount  in 
reserve  on  the  policy,  and  that  they  take  the  government  insurance, 
which  will  give  them  more  for  less  money  to  cover  the  war  hazard. 
When  it  is  put  to  them  that  way,  that  they  will  have  our  policy 
after  the  war  is  over  and  can  get  the  protection  during  the  war  for 
less  money  by  taking  the  government  insurance,  most  of  them 
appreciate  it  and  say  that  that  is  what  they  are  going  to  do.  And 
I  know  I  have  saved  a  considerable  volume  of  our  business  that 
would  have  lapsed  had  I  not  gone  into  it  with  them  on  that  plan. 
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Bui  there  is  one  little  i)oint  aside  from  that  that  I  wanted  to 
bring  up  and  about  which  I  would  like  assistance  and  advice — 
that  is,  in  handling  the  extra  premium,  whether  it  shall  be  paid 
in  advance  on  the  annual  basis  or  whether  we  can  aflford  to  be 
liberal  and  allow  the  man  to  pay  it  in  instalments.  It  quite  often 
happens  that  the  annual  premium  on  the  regular  plan  is  not  as 
great  as  the  extra  premium  for  the  man,  and  if  he  can  just  pay  his 
regular  premium  it  stands  to  reason  that  he  can't  pay  both  his 
regular  premium  and  the  extra  premium.  The  question  came  up  in 
connection  with  this  point  whether  we  would  consider  the  extra 
premium  just  as  we  do  the  regular  premium  and  allow  the  policy- 
holders all  the  privileges  in  paying  the  extra  premium  which  we  do 
in  paying  regular  premiums. 

Down  South  we  have  to  take  notes,  I  suspect,  a  great  deal 
more  than  you  have  to  do  in  the  other  parts  of  the  country,  espe- 
cially in  the  cotton  sections,  and  during  the  summer  and  the  early 
fall  it  is  especially  true.  We  have  had  quite  a  number  of  discus- 
sions on  that  point.  Some  of  the  members  of  our  executive  com- 
mittee have  been  against  me  on  that.  I  believe  in  being  as  liberal 
with  them  as  we  can  safely  be,  and  I  have  tried  to  get  our  executive 
committee  to  agree  to  take  what  we  call  extension  notes  for  the 
extra  premiums  as  well  as  for  the  regular  premiums.  That  is, 
not  to  have  them  paid  in  one  amount,  but  to  let  the  policyholder 
pay  a  little  on  them,  and  then  in  a  short  time  have  him  pay  a  little 
more,  and  in  a  little  further  time  have  him  pay  a  little  more,  and 
so  on.  But  the  question  arose,  If  he  does  not  pay  the  rest  of  the 
notes  when  they  are  due,  will  that  cancel  the  policy?  As  far  as 
the  regular  premium  is  concerned  we  have  the  regular  clause  that 
if  the  premium  is  not  paid  when  it  is  due  the  policy  ceases  to  be  in 
effect  when  that  premium  is  due  and  unpaid.  But  I  would  like  to 
know  if  any  of  you  ran  into  that  proposition  and  how  you  met  it 
as  to  liberality  and  settlement. 

Mr.  McBride:  I  have  not  taken  part  in  the  discussion 
because  of  the  nature  of  our  provision  for  military  and  naval 
service  which  limits  the  company's  liabiUty  to  the  premium  paid 
and  interest  in  the  event  of  such  service  occurring  outside  of  the 
continental  limits  of  the  United  States. 

In  reply  to  the  question  that  Mr.  Porter  has  raised,  it  seems  to 
me  that,  after  a  policy  has  passed,  say,  the  second  year  and  there 
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is  some  reserve  against  it,  there  could  be  no  objection  to  indulging 
the  policyholder  in  the  matter  of  time  for  paying  extra  premiums 
as  well  as  any  other  premiums.  Of  course,  in  the  first  policy  year, 
when  there  is  no  reserve  to  support  such  indebtedness,  the  com- 
pany might  have  a  considerable  loss  in  that  direction.  It  would 
be  a  question  of  the  duration  of  the  policy  it  seems  to  me. 

Mr.  H.  S.  Vail:  Would  it  be  perfectly  proper  for  any  com- 
pany to  take  any  note  where  the  state  department  would  not  pass 
that  as  an  asset  ?  Wouldn't  that  settle  one  of  the  questions  that 
was  just  touched  upon  ?  It  must  never  make  a  loan  in  excess  of 
the  amount  that  the  state  department  would  accept  as  an  asset. 
I  speak  from  that  standpoint  because  that  is  where  my  experience 
has  largely,  almost  exclusively,  been.  Otherwise,  in  examination 
the  excess  would  be  thrown  out  and  the  company  would  be  found 
deficient. 

While  I  am  speaking  I  want  to  emphasize  what  Major  Carr 
has  said  and  what  was  said  by  the  President  in  his  address,  which 
seems  so  important  to  me  that  I  shall  repeat  it,  namely,  the  fact 
that  the  government,  the  federal  government,  in  taking  up  our 
business  is  going  to  have  a  wonderful  effect  on  that  business,  and 
therefore  I  think  that  we  must  not  in  any  way  discount  that  great 
benefit  by  any  lack  of  generosity  or  liberal  treatment  or  special 
pains  of  explanation  to  the  policyholder.  I  think  that  we  ought 
to  go  even  farther  and  emphasize  the  fact,  not  only  that  the  govern- 
ment is  taking  up  our  business,  but  that  we  ourselves  are  the 
instrumentalities  of  the  only,  absolutely  the  only,  philanthropic 
business  that  there  is  in  the  country.  Our  patrons  are  really 
providing  for  their  own  and  relieving  the  public  in  this  great  stress 
from  the  care  of  dependents,  and  in  our  own  country  ten  million 
was  the  record  for  one  single  year.  Therefore  we  have  reason,  I 
think,  to  emphasize  this  one  point  of  liberality  with  the  patron, 
because  he  is  the  one  underneath  it  all,  and  he  is  doing  so  much  for 
his  country  in  providing  for  his  own  that  there  is  every  reason  why 
he  ought  to  be  dealt  with  very  generously. 

Mr.  Porter:  Mr.  President,  this  discussion  is  taking  a 
course  which  I  had  not  intended,  but  I  wish  to  state  the  question 
this  way:  Of  course,  if  there  is  available  value  in  the  policy  we 
allow  the  man  to  use  that  value  just  as  he  would  borrow  on  it. 
We  will  take  a  lien  loan  against  it  or  let  him  make  a  loan  on  his 
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policy  or  apply  it  in  thai  way.  That  was  not  intended  to  be 
drawn  into  the  question.  That  is,  where  there  is  available  value 
in  a  policy  we  assume  that  we  can  go  that  limit  all  right,  but  this 
is  not  possible  in  cases  where  there  is  no  available  value,  that  is, 
much  less  than  the  amount  required.  But  take  a  case  where  we 
can  collect  enough  cash  with  the  permit  as  part  of  the  extra  pre- 
mium, say  where  the  available  value  would  take  care  of  the  pro- 
rata extra  premium  that  was  collected  and  the  pro-rata  regular 
premium,  and  then  let  the  policyholder  give  notes  for  the  balance. 
Can  we  do  that  safely  ? 

I  want  to  say  also  that,  in  handling  the  automatic  premium- 
loan  charges,  after  a  man  has  once  obtained  his  permit  and  we  have 
notified  him  of  the  extra  premium,  if  he  doesn't  pay  the  regular 
premium  or  the  extra  premium,  shall  we,  in  making  the  automatic 
loan  charges,  consider  the  extra  premium  in  the  same  way  that  we 
consider  the  regular  premium  and  charge  it  all  in  together,  or  shall 
we  regard  it  as  separate  if  we  can't  apply  the  same  rules  to  the 
extra  premium  that  we  do  to  the  regular  premium?  I  just 
wondered  if  those  points  had  come  up  with  any  of  the  other 
companies. 

Mr.  Cathles:  That  automatic  premium-loan  business  is  a 
point  that  I  had  a  note  on  to  bring  up.  I  think  it  is  quite  impor- 
tant, and  I  am  quite  unable  to  decide  myself  what  is  the  correct 
thing  to  do.  That  depends  partly  again  on  what  your  policy 
states.  I  think  that  most  policies  say  that  in  the  event  of  the 
non-payment  of  any  premium  the  company  acting  for  the  insured 
will  advance  that  premium  out  of  the  loan  value  if  it  is  sufficient. 
Now  I  can't  decide  whether  that  covers  the  extra  premium  or  not. 
I  would  like  to  have  expressions  of  opinion  on  that  point.  I  think 
we  ought  to  take  into  account  not  only  the  actual  legality,  the 
legal  phase  of  it,  but  also  the  desirability,  whether  we  should  take 
account  of  that  in  notifying  the  insured  of  the  extra  premium  or  not. 
That  is  the  particular  point  I  had  in  mind  in  attempting  to  get 
Mr.  Abels  on  his  feet. 

Mr.  Abels:  I  rise  in  response  to  the  suggestion  made  by 
Mr.  Cathles,  but  merely  to  say  that  up  to  this  time  our  otfice 
matters  with  reference  to  military  service  have  been  handled  almost 
entirely  by  our  actuary.  I  am  hardly  prepared,  therefore,  to  dis- 
cuss that  particular  subject  at  this  time. 
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With  regard  to  the  subject  brought  up  last  by  Mr.  Cathles,  as 
to  the  appHcation  of  the  automatic  loan,  we  have  no  such  provision 
in  our  poHcies,  so  that  the  matter  has  not  been  given  any  con- 
sideration at  all. 

I  should  like  to  indorse  what  was  said  by  Major  Carr  with 
reference  to  the  treatment  of  policyholders  in  connection  with  this 
whole  matter.  In  cases  where  the  insured  makes  inquiry  about  the 
government  insurance  or  where  he  finds  it  difficult  to  pay  the 
extra  premium  on  regular  policies,  I  personally  should  not  hesitate 
to  advise  him  to  take  the  government  insurance.  I  think  it  would 
be  good  business  policy,  to  say  the  least,  and  it  certainly  would  be 
a  good  thing  for  the  man's  dependents  if  he  has  taken  ihatinsurance 
to  carry  during  the  war.  He  should  be  encouraged  in  every  way 
to  do  that.  In  response  to  personal  inquiries  of  friends  who  have 
relatives  or  members  of  their  families  already  in  the  service  I 
have  always  advised  them  to  take  the  government  insurance. 
I  have  endeavored  to  explain  what  it  means  and  how  much  the 
government  is  paying  for  them  and  how  little  they  themselves  are 
paying  for  the  actual  protection  received. 

I  thank  you  for  calling  upon  me,  but  I  think  I  would  do  well 
not  to  take  too  much  part  in  this  discussion  today  anywa}'. 

Mr.  Pattison:  Mr.  President,  I  wish  to  answer  Mr.  Porter's 
question.  As  I  see  it,  the  applications  for  military  permits  would 
largely  be  upon  policies  of  one  or  two  years'  duration.  Most  of 
the  companies  are  in  the  unfortunate  position  that  policies  issued 
prior  to  two  }'ears  ago  do  not  contain  a  war  clause.  I  do  not  know 
whether  that  would  be  true  of  Mr.  Porter's  company  or  not.  In 
the  event  that  the  application  for  military  permit  was  made  at  the 
time  of  the  payment  of  the  second  premium  there  would  be  little 
or  no  reserve  to  cover  an  extension  note.  I  believe  that  the 
company  ought  to  use  very  great  caution  in  accepting  extension 
notes  for  extra  premiums.  Suppose  this  to  be  a  probable  case: 
When  your  extension  note  falls  due  your  policyholder  is  in  a 
military  training  camp  a  thousand  miles  from  the  location  of  his 
address  at  the  time  the  note  was  accepted.  You  are  unable  to 
locate  him.  You  hold  that  note  on  your  books  as  an  asset  until 
you  can  locate  him.  When  you  can  locate  him  you  find  him  to  be 
dead.     Your  company  is  liable  for  his  insurance. 
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I  think  thai  xou  will  find  it  diftlcult  to  collect  notes  given  for 
extra  premiums,  i)arlicularly  where  notes  were  given  for  over  sixty 
days.  The  ninety-day  note  is  not  infrc(|uent,  particularly  in  the 
southern  part  of  this  country,  and  the  ninety-day  note  would  be 
hard  to  collect.  I  believe  that  we  should  not  be  too  liberal  with 
our  policyholders  with  extensions  where  the  reserve  is  not  sufficient 
to  cover  the  extension.  In  most  cases  you  will  not  be  able  to 
collect  the  premium  note,  and  the  net  result  will  be  that  the  com- 
pany will  have  to  carrv  a  risk  (an  increased  risk  at  that)  for  which 
it  will  receive  no  compensation. 

I  should  like  at  this  time  to  amplify  my  remarks  with  regard 
to  the  correct  liability  which  the  company  should  hold  in  respect 
to  extra  war  premiums  and  to  answer  Mr.  Buttolph's  criticism. 
When  I  stated  that  the  only  proper  way  of  arriving  at  the  com- 
pany's liability  with  reference  to  these  extra  premiums  was  to  hold 
as  a  liability  the  entire  gross  extra  premiums,  less  any  payments 
made,  I  had  reference  only  to  the  company's  liability  with  regard 
to  these  premiums.  My  remarks  were  not  intended  to  have  any 
reference  to  the  company's  possible  liability  from  excess  mortality 
on  account  of  the  war.  Even  in  the  not  unlooked-for  case  where 
the  extra  mortality  experienced  is  considerably  in  excess  of  the 
total  of  the  extra  premiums  received  our  liability  with  reference 
to  the  extra  premiums  paid  would  be  the  gross  amount  of  these 
extra  premiums,  less  payments  made  to  such  policyholders  who 
have  been  killed  while  at  war.  In  other  words,  we  w^ould  not  need 
to  hold  any  liability  with  reference  to  these  premiums  in  this 
particular  case.  Our  liability  as  to  extra  mortality  by  reason  of 
military  service  would  be  an  entirely  separate  liability.  I  believe 
that  most  companies  represented  here  have  a  large  number  of 
policies  on  their  books  which  have  no  restrictions  with  regard  to 
military  and  naval  service.  It  is  quite  proper  that  we  should  hold 
some  additional  reserve  to  offset  possible  future  losses  from  excess 
mortaUty  on  account  of  the  war,  but  it  would  not  be  proper  to  take 
only  into  consideration  those  policyholders  who  had  applied  for 
military  permits  and  paid  the  necessary  extra  premiums  when 
determining  the  amount  of  this  reserve. 

Mr.  Beckett:  There  is  one  other  point  I  wish  to  make  with 
reference  to  addresses.     This  has  grown  to  be  a  serious  question 
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also.  1  have  a  file  of  all  the  policyholders  whom  I  know  to  be  in 
active  service.  Many  of  them  have  not  left  a  permanent  address, 
or  the  names  of  people  on  whom  we  might  serve  notices  or  with 
whom  we  might  have  dealings.  Therefore  I  have  called  to  their 
attention  the  advisability  of  leaving  someone  in  this  country,  if 
possible,  to  whom  future  notices  can  be  sent.  The  result  of  that 
has  been  that  a  great  number  of  them  are  having  someone 
appointed. 

With  reference  to  the  time  of  payment  of  the  extra  premiums 
for  war  permits,  the  argument  in  favor  of  the  practice  of  allowing 
the  premium  for  the  permit  to  be  paid  at  a  different  time  than  when 
the  regular  premium  is  paid  is  that  it  distributes  the  premium 
payments  so  that  a  man's  extra  premium  does  not  fall  due  at  the 
same  time  as  does  his  regular  premium.  I  am  inclined  to  think 
that  the  practice  of  having  the  extra  premium  fall  due  at  the  same 
time  as  the  regular  premium,  and  if  service  begins,  as  is  usually  the 
case,  sometime  within  the  year,  of  having  a  pro-rata  premium  paid 
so  as  to  have  the  regular  and  extra  annual  premiums  fall  due  on  the 
same  date  is  desirable  when  everything  is  considered.  One  of  the 
difficult  questions  that  comes  up  if  you  do  not  follow  that  practice 
is  in  connection  with  the  termination  of  policies. 

Mr.  Portch:  Mr.  Abels  rather  puts  it  up  to  me  to  explain, 
perhaps  to  justify,  the  practice  mentioned.  The  company  referred 
to  has  adopted  the  practice  of  collecting  the  extra  premium  from 
the  date  of  entering  service  and  of  having  the  annual  extra  pre- 
mium fall  due  at  a  date  different  from  the  due  date  of  the  regular 
premium  under  the  policy.  Most  of  the  companies  have  adopted 
a  different  practice  or,  having  adopted  the  practice  first  mentioned, 
have  changed  it  to  the  practice  of  charging  only  a  pro-rata  premium 
to  the  next  regular  due  date  and  the  annual  extra  premium  there- 
after falling  due  on  that  date. 

The  company  referred  to  has  purposely  retained  the  original 
method  for  this  reason.  They  believe  that  it  will  be  easier  for  a 
man  to  pay  his  regular  premium  and  also  pay  his  extra  premium  if 
they  fall  due  at  different  times,  but  the  man  who  is  able  to  pay  both 
premiums  at  the  same  time  will  be  in  a  position  to  pay  his  extra 
premium  in  advance  at  the  due  date  of  the  regular  premium. 

They  have  felt  that  by  making  the  due  date  of  the  extra 
premium  different  from  the  due  date  of  the  regular  premium  the 
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policyholders  practically  gel  the  advantages  of  both  systems, 
because  the  man  who  has  the  money  ready  to  pay  the  extra 
premium  would  be  in  position  to  pay  it  a  few  months  in  advance  if 
he  so  desires.  It  is  a  question  of  distributing  the  man's  liability 
to  premium  payment  as  conveniently  as  possible  for  him. 

With  regard  to  the  acceptance  of  semiannual  and  quarterly 
premiums  for  war  service,  I  would  have  no  hesitation  whatever  in 
accepting  premiums  annually,  semiannually,  or  quarterly,  pro- 
vided that  the  same  action  could  be  taken  for  non-payment  of  a 
semiannual  or  quarterly  extra  premium  as  can  be  taken  for  non- 
payment of  an  annual  extra  premium. 

Mr.  Beckett  referred  to  the  difficulty  of  making  adjustment  in 
case  a  semiannual  or  quarterly  extra  premium  is  not  paid  or  in 
case  an  annual  extra  premium  with  a  due  date  other  than  the 
regular  premium  due  date  is  not  paid.  It  seems  to  me  that  under 
the  war  clause  that  we  have  come  to  regard  as  standard  there  is 
absolutely  no  difficulty  in  that  situation.  Let  us  assume  that  a 
man  pays  his  regular  premium  on  the  first  of  January.  Let  us  also 
assume  that  the  extra  premium  for  military  service  becomes  due 
on  the  first  of  April  and  he  fails  to  pay  the  extra  premium  for  such 
military  service.  The  policy  provides  that  the  liability  of  the 
company  is  reduced  to  the  amount  of  the  reserve  by  the  default 
in  payment  of  the  extra  premium.  We  can  see  no  difficulty  what- 
ever in  handling  the  case  as  a  reduction  in  the  amount  of  insurance 
on  that  day. 

Mr.  Beckett:  Excuse  me,  Mr.  Porlch.  I  referred  to  the 
directly  opposite  condition,  where  he  pays  his  extra  premium  but 
does  not  pay  the  regular  premium. 

Mr.  Carr:  Pays  his  extra  premium  in  .\pril  and  then  in  the 
following  January  does  not  pay  his  regular  premium,  but  is  paid 
ahead  until  April  on  his  extra.  That  was  your  point,  wasn't  it, 
Mr.  Beckett  ? 

Mr.  Beckett:     Yes. 

Mr.  Portch:  That  is  something  I  have  not  thought  of. 
Probably  the  policy  would  go  under  extended  insurance  for  non- 
payment of  regular  premiums;  the  extended  insurance  would  be 
for  the  full  face  of  the  policy  during  the  period  for  which  the  extra 
war  premium  was  paid  and  then  would  automatically  come  down 
to  the  amount  of  the  reserve. 
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Mr.  Carr:  Assume  that  it  is  a  first-year  policy  and  there  is 
no  extended  insurance  on  it.  He  has  one  quarterly  extra  premium, 
has  paid  it  for  November.  Wouldn't  that  necessarily  be  applied 
to  the  payment  of  a  regular  premium  or  some  adjustment  be  made 
at  that  time? 

Mr.  Cathles:  If  it  was  more  than  twenty-five  dollars  it 
probably  would  be. 

Mr.  Portch:  I  think  that  in  such  a  case  you  would  have  to 
refund  in  cash  the  unearned  part  of  the  extra  premium  because 
there  would  be  no  extended  or  continued  insurance  under  the 
policy  at  that  time. 

With  reference  to  the  automatic  premium-loan  feature,  I  have 
come  to  look  at  that  from  the  other  point  of  view.  Suppose  we 
have  a  policy  that  provides  for  automatic  premium  loans,  and  under 
that  poUcy  the  insured  has  not  paid  the  extra  premium  for  military 
service.  Suppose  he  dies  in  such  service  and  the  claim  is  put  up 
to  the  company  for  settlement.  The  natural  construction  by  a 
court,  if  the  automatic  premium-loan  clause  can  so  be  construed  at 
all,  would  be  to  force  the  company  to  apply  the  value  of  the  policy 
toward  the  payment  of  that  extra  premium  and  to  consider  the 
extra  premium  as  paid  under  that  clause.  Now  it  seems  to  me 
that  if  it  were  at  all  possible  under  the  wording  of  the  automatic 
premium-loan  clause  the  company  ought  to  pay  the  extra  premium 
out  of  the  value  of  the  policy,  and  so  far  as  I  have  been  able  to 
observe  there  are  very  few  automatic  premium-loan  clauses  under 
which  the  companies  would  be  debarred  from  paying  that  extra 
premium.  Most  of  them  read  in  substance  that  any  premium 
falling  due  after  the  third  year  under  the  policy  will  be  paid  if  there 
is  sufficient  value  in  the  policy,  and  I  think,  from  the  point  of  view 
of  the  probable  construction  by  the  court,  that  after  a  death  claim 
the  companies  ought  to  apply  the  value  of  the  policy  toward  the 
payment  of  the  extra  premium. 

Mr.  Cars:  That  would  seem  to  be  the  natural  conclusion. 
But  suppose  a  man  is  in  a  position  where  he  doesn't  care  to 
pay  this  extra  premium  but  does  want  to  continue  the  policy. 
At  the  same  time  he  is  taking  government  insurance.  It  seems 
to  me  that  there  must  of  necessity  be  some  coming  together 
of  the  minds  of  the  policyholders  and  the  company  on  that 
proposition. 
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Mr.  Abkls:  Suppose  this  were  the  case:  Assume  that  a 
poHcy  with  an  automatic  war  clause  provides  for  a  notice  to  the 
company  of  entering  mihtary  service  in  order  that  the  insured  may 
take  advantage  of  the  miUtary  clause  under  the  policy.  If  he  does 
not  give  that  notice  it  seems  to  me  that  the  fair  assumption  is  that 
he  does  not  care  to  take  advantage  of  the  military-service  clause, 
and  you  should  not  then  apply  the  loan  feature.  If  he  does 
give  notice  and  fails  to  pay  a  premium,  that  is,  if  he  pays  the 
first  extra  premium  and  fails  to  pay  subsequent  extra  premiums, 
I  think  that  then  the  loan  clause  .should  be  applied,  because  he 
has  given  notice  of  his  desire  to  be  covered  by  the  military  clause. 
But  if  he  does  not  give  any  notice  at  all,  the  assumption  is  that 
he  does  not  care  to  take  advantage  of  the  military  provision  in 
the  policy. 

Mr.  Mead:  But,  Mr.  Abels,  would  you  not  be  obliged  to 
apply  it  to  the  regular  premium  under  the  policy  ? 

Mr.  Abels:  Yes,  sir,  the  policy  would  be  in  force  as  far  as 
the  regular  premium  is  concerned,  but  only  for  the  reserve  for  the 
military  service.  Of  course  that  all  comes  down,  it  seems  to  me, 
to  a  legal  proposition,  a  construction  of  the  policy  legally,  and  the 
language  of  the  clause  would  necessarily  determine  the  application 
of  it. 

Mr.  Buttolph:  Not  only  do  I  think  that  Mr.  Abels'  assump- 
tion is  entirely  justified,  but  I  would  go  just  one  little  step  farther 
and  say  that  there  is  no  extra  premium.  It  can't  by  any  possibility 
apply  to  an  automatic  loan  feature  because  there  is  no  extra  pre- 
mium if  a  man  has  no  permit.  What  is  the  extra  premium  for? 
The  extra  premium  is  for  the  permit.  If  he  has  not  applied  and 
received  a  permit  there  is  no  extra  premium. 

Mr.  Portch:  I  was  assuming,  of  course,  that  the  company 
had  received  notice  from  the  policyholder  that  he  had  already 
entered  or  was  about  to  enter  military  service,  because  I  think 
that  most  of  the  clauses  are  drawn  in  such  a  way  that  the  policy- 
holder cannot  pay  the  extra  premium  until  such  notice  is  given. 
That  is,  the  notice  is  the  first  thing,  and  then  comes  the  payment 
of  the  extra  premium,  whether  under  a  permit  or  not.  Now  the 
company  has  the  notice  that  the  man  has  entered  military  service, 
that  he  knows  the  amount  of  the  extra  premium  but  fails  to  pay  it. 
It  seems  to  me  that  that  is  the  situation. 
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Mr.  Cathles:  I  think  that  I  have  guarded  against  this 
situation  as  far  as  I  can,  but  it  comes  back  to  the  same  old  point — 
what  is  your  permit,  how  does  it  read  ?  Suppose  a  policyholder 
has  applied  for  a  permit  and  paid  you  an  extra  premium  for  war 
service,  and  then  when  the  next  premium  comes  due  he  doesn't 
pay  it.  Perhaps,  if  your  permit  simply  reads  that  "this  permits 
John  Smith  to  engage  in  war  service  in  Europe  for  one  year,  ex- 
piring on  such  and  such  a  date,"  and  says  nothing  more,  there  will 
be  no  extra  premium,  technically  at  least,  although  I  still  think 
there  would  be  a  chance  of  a  court  considering  that  there  was 
another  extra  premium  due.  But  if  your  permit  does  not  specifi- 
cally limit  itself  to  one  year's  service,  and  refers  to  a  possible  re- 
newal of  it  at  a  rate  to  be  fixed  by  the  company,  it  would  be  up 
to  you. 

Mr.  Porter:  It  occurred  to  me,  Mr.  President,  that  along 
the  line  of  educating  our  policyholders  we  might  render  th^m  and  at 
the  same  time  our  own  companies  a  service  if  we  would  try  to  bring 
out  in  effect  the  fact  that  they  can  get  insurance  protection  at 
practically  eight  dollars  a  thousand  from  the  government,  whereas 
to  get  that  same  protection  or  to  keep  up  that  same  protection 
that  they  have  with  us  they  are  going  to  pay  S3  7  •  50  per  thousand 
extra.  In  other  words,  we  can  shift  the  burden  of  the  war  risk  to 
the  government  and  can  carry  the  regular  policy  without  the  extra 
premium  at  all.  I  think  that  if  we  could  educate  them  along  that 
line  all  the  policyholders  would  appreciate  it  and  would  keep 
up  their  policies  with  us,  and  it  would  also  tend  to  increase  their 
applying  for  government  insurance,  which  I  understand  is  desir- 
able. It  seems  to  me  that  that  would  eliminate  a  great  part  of 
that  extra-premium  proposition. 

Mr.  Campbell:  Going  back  to  Mr.  Porter's  question,  I  am 
not  satisfied  with  the  answer  that  Mr.  Pattison  made  to  that  ques- 
tion with  regard  to  the  advisability  of  carrying  the  extra  premium 
in  the  way  of  a  note.  It  seems  to  me,  as  nearly  as  I  can  figure  it 
out,  that  if  the  note  for  the  regular  premium  and  the  note  for  the 
extra  premium  fall  due  at  the  same  time  and  under  the  same  con- 
ditions the  company  would  not  be  carrying  very  much  risk. 

Mr.  Seitz:  I  wonder  what  the  companies'  action  would  be 
in  connection  with  one  of  these  war  permits  if  the  permit  had  not 
expired  when  the  war  ceased  or  if  the  policyholder  holding  that 
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permit  was  discharged  from  the  Army  or  for  some  other  reason  left 
the  Army.  W^ould  that  be  carried  to  the  extent  of  death  after  his 
discharge  from  the  Army,  where  the  death  after  the  discharge 
from  the  Army  can  be  traced  without  any  dispute  at  all  to  service 
in  the  Army  ?  I  do  not  suppose  that  that  question  has  been  up  for 
settlement  by  any  actuaries  as  yet,  because  I  do  not  think  that  any 
such  case  as  that  has  as  yet  arisen.  That  is,  to  put  it  concretely, 
if  a  man  enters  the  service  and  makes  application  for  a  permit,  pays 
his  premiums  regularly,  both  his  regular  premium  and  his  extra 
premium,  then  is  discharged  from  the  Army,  whether  from  being 
wounded  or  from  some  other  cause,  and  dies  immediately  after  his 
discharge  from  the  Army,  his  death  being  directly  due  to  wounds 
inflicted  while  in  the  Army,  would  the  permit  cover  that  case  ? 

Mr.  Marshall:  We  have  had  that  up  with  our  attorneys  and 
we  have  asked  the  advice  of  several  other  attorneys  on  that  par- 
ticular point,  and  their  opinion  is  that  the  company  would  be  liable. 
In  other  words,  if  the  insured  should  enter  military  service  without 
a  permit  and  should  come  home  on  a  furlough,  and  be  riding  on  a 
street  car  on  personal  business,  we  would  be  liable  for  the  entire 
face  value  of  the  policy. 

Mr.  Cathles:  If  I  understood  Mr.  Seitz's  question,  it  refers 
rather  to  the  case  of  a  man  who  was  discharged  from  the  service 
with  impaired  health  and  subsequently  died  as  the  result  of  injuries 
or  disease  incurred  while  in  the  service.  Wouldn't  that  be  a  risk 
not  assumed  ? 

Mr.  Carr:  Isn't  that  covered  by  the  policy  provision  itself, 
that  may  say  ."or  as  a  result  thereof"?  I  know  that  many  war 
clauses  contain  that  provision.  I  have  forgotten  the  exact  phrase- 
olog>%  but  it  seems  to  me  that  the  point  would  then  be  covered. 

Mr.  Seitz:  I  am  just  thinking  of  the  phraseology  of  the 
permit  itself  irrespective  of  any  provisions  with  regard  to  it. 

Mr.  Beckett:  That  language  ''or  as  a  result  thereof"  is  very 
dangerous  and  very  objectionable  language.  A  provision  to  the 
effect  that  death  as  the  result  of  having  engaged  in  miUtary  and 
naval  service  without  any  time  limitation  might  place  the  company 
in  position  to  deny  liability  or  limit  liability  after  any  number  of 
years.  I  do  not  think  that  the  company  wishes  to  put  itself  in 
that  position.  Certainly,  if  there  is  such  a  wide-open  clause,  it 
should  be  limited  to  a  specific  number  of  years. 
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I  am  not  satisfied  as  yet  as  to  what  we  are  going  to  do  in  the 
case  where  the  extra  premium  runs  beyond  the  time  for  which  the 
regular  premium  has  been  paid.  There  are  two  kinds  of  permits, 
one  that  is  being  issued  now  and  one  that  was  issued  formerly. 
Of  course,  if  we  have  a  modern  military  and  naval  service  provision 
in  our  policies,  we  can  issue  a  permit  in  consideration  of  the  applica- 
tion and  the  payment  of  the  premium  therefor  for  one  year  subject 
to  the  provisions  of  the  military  and  naval  service  provision,  and 
be  thoroughly  covered  as  far  as  that  goes,  but  we  are  going  to  have 
to  act  on  a  great  many  of  these  cases  without  being  able  to  secure 
the  co-operation  of  the  insured  because  he  is  away  where  you  can't 
get  him.  I  do  not  know  right  now  whether  or  not  that  extra 
premium  pro  rata  and  return  would  cover  the  thirty-one  days  of 
grace  or  not. 

I  think  that  the  question  of  terminating  policies  is  going  to  be 
difficult  unless  you  make  the  extra  premium  fall  due  concurrently 
with  the  regular  premium. 

Mr.  Pattison  :  There  is  another  phase  of  this  question  which 
has  probably  occurred  to  most  of  us.  There  was  a  bill  recently- 
proposed  before  Congress  which  would  make  it  a  practical  impos- 
sibility to  collect  a  soldier's  note,  or  a  soldier's  obligation,  during 
the  continuance  of  the  war.  This  bill  fortunately  did  not  become 
a  law,  but  was  temporarily  shelved.  There  is  a  possibility,  how- 
ever, that  it  may  be  reintroduced  at  the  next  session. 

Mr.  Portch  :  I  am  not  able  to  see  any  great  difficulty  in  the 
point  Mr.  Beckett  has  raised.  The  kind  of  case  he  is  considering 
is  this:  A  man  pays  his  regular  premium  on  the  first  of  January, 
say,  and  on  the  first  of  April  he  pays  an  annual  extra  premium  for 
war  service,  and  on  the  next  first  of  January  he  fails  to  pay  the 
regular  premium  on  his  policy.  He  therefore  has  paid  a  premium 
for  war  service  to  the  next  April  first,  but  he  has  failed  to  pay  the 
premium  due  on  the  January  first  preceding.  Now  I  think,  under 
the  language  of  the  policy,  on  January  first  the  policy  will  become 
lapsed.  Let  us  assume  that  it  is  in  the  first  or  second  year  where 
there  is  no  extended  insurance.  On  January  first  the  policy 
becomes  null  and  void  for  non-payment  of  the  regular  premium. 
It  seems  to  me  that  the  apparent  duty  of  the  company  at  that  time 
is  to  return  the  unearned  portion  of  the  extra  premium  for  military 
service.  Now  let  us  look  at  it  in  a  subsequent  year  where  there  is 
extended  insurance.     It  seems  to  me  that  the  extra  premium  would 
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provide  for  extended  insurance  of  one  thousand  dollars  to  the  next 
April,  and  thereafter  the  extended  insurance  would  be  only  for  the 
amount  of  the  reserve.     I  can't  see  the  difliculty  in  it. 

Mr.  Allison:  Mr.  President,  your  policy  is  in  force  during 
the  days  of  grace,  isn't  it  ? 

Mr.  Portch:     Yes. 

Mr.  Allison:  What  are  you  going  to  do  about  the  return 
of  the  extra  premium  ? 

Mr.  Portch:  You  mean  in  the  case  where  there  is  no 
extended  insurance  ? 

Mr.  Allison:  In  the  case  where  there  is  no  extended  insur- 
ance on  that  policy,  yes,  sir. 

Mr.  Portch:  I  think  that  is  another  matter  entirely.  If  you 
keep  it  in  force  for  a  thousand  dollars  during  the  days  of  grace, 
the  portion  of  the  premium  returned  ought  to  be  from  the  end  of 
the  grace  period. 

Mr.  Allison:    That  is  just  what  I  mean. 

Mr.  Portch:  It  is  simply  a  question  for  the  company  to 
decide.  I  think  that  they  probably  would  be  compelled  to  keep 
it  in  force  for  a  thousand  dollars  during  the  days  of  grace. 

Mr.  Beckett:  Under  that  program  you  will  have  claims  set 
up.  A  man  has  paid  an  extra  premium  for  ten  months  longer 
than  he  had  paid  his  regular  premium.  He  may  later  set  up  a 
claim  for  ten  months'  unearned  extra  premium.  I  believe  that  the 
notion  would  be  that  you  could  defeat  his  claim  legally. 

Mr.  Portch:    I  think  so. 

Mr.  Beckett:  But  it  places  you  in  the  position  of  causing 
dissatisfaction. 

Mr.  Portch:  There  are  going  to  be  a  great  many  questions 
with  regard  to  the  handling  of  these  extra  permits  that  will  have 
to  be  decided  in  the  most  satisfactory  way  possible,  but  it  seems 
to  me  that  the  method  I  have  given  is  the  logical  method  of  handling 
such  a  case. 

Mr.  Lane:  I  wish  to  commend  the  expressions  of  Mr. 
Beckett  and  Major  Carr  in  the  matter  of  the  treatment  of  policy- 
holders. It  seems  to  us  that  it  is  very  important  that  we  double 
our  efforts  to  cultivate  their  friendship  at  this  time,  thereby 
minimizing  the  losses  that  we  sustain  by  reason  of  the  government 
insurance,  and  possibly  turning  it  to  good  advantage  later  on.  We 
are  doing  everything  that  we  can  for  policyholders,  and  we  do  not 
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hesitate  at  all  to  recommend  them  to  take  government  insurance 
rather  than  to  pa\-  the  extra  i)rcmium  of  one  hundred  dollars  that 
we  charge. 

We  are  rather  fortunate  perhaps  in  having  a  war  clause  in  all 
our  policies.  The  earlier  policies  call  for  a  return  of  premiums  and 
the  later  ones  for  a  return  of  the  reserve,  but  we  have  voluntarily 
increased  the  later  ones  to  the  return  of  premiums,  so  that  they  are 
all  upon  the  same  basis.  This  gives  us  an  additional  advantage 
when  we  counsel  the  policyholders  to  maintain  their  regular  pre- 
mium payments  on  our  policy  during  their  war  service  and  while 
they  have  government  insurance.  By  having  both  they  will  have 
an  open  door  to  select  from  at  the  close  of  the  war  that  they  would 
otherwise  not  have.  Another  thing  that  we  do  is  to  urge  every 
man  entering  the  service  to  give  power  of  attorney  to  a  brother  or 
sister,  wife  or  father,  or  someone,  to  attend  to  his  insurance  during 
his  absence.  Then  we  have  at  least  someone  near  by  with  whom 
we  can  negotiate  and  communicate  and  who  doubtless  is  in  closer 
touch  with  the  .policyholder  than  we  could  possibly  be,  and  there 
may  be  other  advantages  accruing  later  on.  It  is  our  idea  to  be 
helpful  and  to  advise  the  policyholders  and  cultivate  their  good 
will.  When  we  are  referring  to  the  government  insurance  we 
always  cordially  recommend  it,  and  we  call  their  attention  to  the 
fact  that  the  companies  have  sold  the  same  thing  for  years  past, 
and  that  the  government  stands  the  war  losses  for  which  the  com- 
panies are  making  the  extra  premium  charge. 

I  might  add  that  our  permits  are  for  twelve  months  and  that 
our  regulations  are  all  subject  to  change  without  notice,  the  permits 
dating  from  the  time  of  the  beginning  of  their  service,  with  the  idea 
of  distributing  the  premium  payments  over  the  greater  part  of  the 
year. 

I  have  been  very  much  interested  in  this  discussion  and  I  have 
learned  a  great  deal  from  it,  I  think.     I  thank  you. 

DOES  A  POLICY  PROVISION   FOR  VARYING   DEATH   BENEFITS 

CONTINGENT  UPON  SPECIFIED  CONDITIONS  CONFLICT 

WITH  THE  PROVISION  FOR  INCONTESTABILITY? 

]^Ir.  P.\ttison:  This  topic  was  suggested  by  Mr.  Fairlie.  It 
is  my  understanding  that  a  policy  form  for  insurance  on  female 
lives  was  recently  submitted  to  the  Illinois  Insurance  Department 
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containing  a  clause  which  provided  thai  in  the  event  of  the  insured's 
death  from  childbirth  only  10  per  cent  of  the  face  of  the  policy 
would  be  paid.  This  form  was  disapproved  by  the  Illinois  Insur- 
ance Department  on  the  ground  that  such  a  clause  would  conflict 
with  the  provisions  of  the  incontestable  clause. 

Mr.  Mead:     After  the  contestability  period? 

Mr.  Pattison:     After  the  contestability  period. 

Mr.  Mead:     I  think  that  is  generally  so  held. 

Mr.  Cathles:  That  point  has  been  taken  up  by  the  attorney- 
general's  department  of  Texas  in  connection  with  a  policy  which 
provided  that  in  the  event  of  death  from  smallpox  of  an  applicant 
who  had  not  been  vaccinated  only  the  premiums  would  be  returned. 
The  ruling  was  that  such  a  policy  was  in  violation  of  the  standard 
provisions  of  the  Texas  law,  which  are  practically  the  same  as 
the  provisions  in  the  other  states,  that  a  policy  could  not  provide 
for  a  less  payment  at  maturity  than  its  face  value— a  little 
different  angle  from  the  incontestability  feature. 

Mr.  Beckett:  The  question  has  also  arisen  in  connection 
with  this  arrangement:  The  policy  has  a  military  and  naval 
service  provision,  limiting  liability  in  the  event  of  active  service 
in  the  Army,  and  is  therefore  not  effective  in  time  of  war  without 
payment  of  extra  premium,  and  then  there  is  a  clause  in  the  policy, 
the  incontestability  clause,  which  provides  that  the  policy  is  in- 
contestable after  two  years  from  the  date  of  issue  except  for  the 
non-payment  of  premiums.  If  the  incontestability  clause  does 
not  recite  "except  for  military  and  naval  active  service  as  pro- 
vided," then  the  point  was  raised  that  it  would  be  in  violation  of 
the  standard  provisions.  The  argument  on  the  other  side  was  that 
it  is  not  a  question  of  the  contestability  or  denial  of  liability  at  all, 
but  merely  a  question  of  the  limitation  of  the  liability,  which,  I 
think,  is  quite  different. 

Mr.  Pattison  :  The  contention  on  the  other  side  has  been  that 
the  policy  provides  for  varying  amounts  under  different  circum- 
stances, and  that  in  the  event  of  death  under  certain  contingencies 
the  face  of  the  policy  would  be  the  amount  which  the  provisions 
of  the  policy  indicate  as  being  payable  in  that  e\ent. 

I  believe  that  in  suggesting  this  subject  for  discussion  Mr. 
Fairlie  also  had  in  mind  the  case  where  a  policy  provided  for  an 
increased  liabilitv  under  certain  conditions.     The  onlv  case  of  the 
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kind  that  I  can  recall  at  this  particular  moment  is  that  of  double 
indemnity. 

Mr.  Buttolpii:  I  rather  dislike  to  have  the  record  of  this 
discussion  go  down  showing  such  a  una.nimity  of  doubt  with 
regard  to  this  matter,  and  I  for  one  am  going  to  have  the  temerity 
to  express  a  rather  decided  opinion. 

In  spite  of  the  ruling  of  the  attorney-general  of  Texas,  I  cannot 
feel  that  the  face  of  the  policy  is  necessarily  limited  to  one  single 
amount.  I  believe  that  the  amount  insured  on  the  face  of  the 
policy  may  be  one  amount  under  one  contingency  and  another 
amount  under  another  contingency.  It  may  not  apply  with  force 
in  the  case  of  the  usual  double-indemnity  policy  because  frequently 
we  see  the  expression, ''  Double  the  face  of  the  policy."  That  seems 
to  limit  the  use  of  the  expression  ''the  face  of  the  policy''  in  that 
particular  case.  But  we  have,  aside  from  the  double-indemnity 
clause,  numerous  provisions  that  may  change  the  amount  of  the 
insurance  which  the  face  of  the  policy  insures,  and  as  far  as  the 
incontestable  clause  is  concerned  I  do  not  think  that  a  mere  effort 
to  determine  how  much  is  insured  under  the  contract  is  contesting 
the  contract.  It  seems  to  me  that  the  words  "contest"  and  ''in- 
contestability" mean  something  very  different  from  merely  finding 
out  what  the  face  of  the  policy  under  certain  contingencies  is. 
For  example,  it  is  not  unknown  that  in  determining  extended 
insurance  in  the  case  of  an  indebtedness  .sustained  against  the 
original  policy  the  face  of  the  policy  is  reduced  according  to  a 
certain  specified  rule.  It  may  be  reduced  by  the  amount  of  the 
indebtedness  or  in  the  proportion  that  the  indebtedness  bears  to 
the  value  of  the  extended  insurance  as  originally  granted,  but 
when  that  policy  becomes  payable  by  death  it  seems  to  me  it  would 
be  a  very  idle  contention  to  say  that  that  reduced  amount  was  not 
the  face  of  the  policy,  or  to  say  that  an  effort  to  determine  the 
amount  of  the  reduction  and  the  consequent  amount  of  the  protec- 
tion left  the  insured  was  a  contest  of  the  policy. 

As  I  said  at  the  outset,  I  want  to  go  on  record  as  of  the  very 
decided  opinion  that  a  policy  provision  for  varying  death  benefits 
contingent  upon  specified  conditions  is  not  a  violation  of  or  in 
conflict  with  the  provision  for  incontestability. 

Mr.  Vineberg:  Mr.  Buttolph's  argument,  in  my  opinion, 
would  be  sound  were  it  not  for  the  fact  that,  as  the  result  of  the 
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practice  of  life  insurance  companies  durinj^  the  pasl  hundred  years 
or  more,  and  of  the  laws  and  rules  laid  down  by  legislatures  and 
courts  for  the  conduct  of  the  business,  the  life  insurance  contract 
has  come  to  have  a  definite  meaning  so  far  as  its  principal  benefit 
provision  is  concerned.  A  life  insurance  policy  has  developed 
substantially  into  a  promise  to  pay  a  fixed  sum  of  money  upon  the 
death  of  the  insured  irrespective  of  the  cause  of  death.  The  e.xcep- 
tions  to  this  statement  are,  relativ^ely  speaking,  unimportant. 
Legislatures  in  dealing  with  life  insurance  may  be  presumed  to 
have  such  a  contract  in  mind. 

Mr.  Buttolph's  argument  would  justify  a  policy  providing  for 
the  payment  of  one  amount  for  death  due  to  a  specified  list  of  causes, 
of  another  amount  for  another  list  of  causes,  of  a  third  amount  for 
another  list  of  causes,  and  so  on.  Such  a  contract  may  be  proper, 
but  it  is  not  life  insurance.  The  example  I  have  just  given  is  of 
course  most  extreme,  but  it  illustrates  the  point  I  wish  to  make. 

Mr.  Cathles:  I  am  in  agreement  with  Mr.  Buttolph  with 
regard  to  the  application  of  the  incontestability  clause,  and  I 
believe  that  the  attorney-general  of  Texas  is  also  in  agreement 
with  Mr.  Buttolph  on  that.  I  may  say  this,  which  touches  on 
Mr.  V'ineberg's  idea,  that  I  might  wish  to  issue  a  policy  to  a  minor 
which  provided  for  one  hundred  dollars  of  insurance  the  first  year, 
two  hundred  dollars  of  insurance  the  second  year,  three  hundred 
dollars  of  insurance  the  third  year,  and  so  on.  In  fact,  that  was 
an  actual  case,  and  the  Te.xas  department  said  that  that  is  all  right 
provided  you  make  that  the  face  of  the  policy  and  put  those 
amounts  on  the  face  of  the  policy,  but  you  must  not  write  that 
policy  for  one  thousand  dollars  and  then  stipulate  somewhere  in 
it  that  in  the  event  of  death  in  the  first  year  the  amount  is  only 
one  hundred,  and  in  the  event  of  death  in  the  second  year  it  is  only 
two  hundred  dollars,  and  so  on.  1  believe  that  the  position  would 
be  different  and  would  be  held  to  be  dilTerent  in  Texas  if  the  policy 
submitted  provided  for  one  thousand  dollars  at  death  of  the  insured 
except  in  the  case  of  death  by  smallpox,  in  which  case  the  com- 
pany would  pay  only  the  premiums  received,  if  that  condition  were 
attached  always  to  the  amount  wherever  it  appeared  in  the  policy. 

Mr.  C.\rr:  That  is  the  same  principle  as  that  of  an  income 
policy  putting  the  ultimate  payment  as  the  face  of  the  policy  rather 
than  the  commuted  value. 
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Mr.  Cathles:  The  idea  in  the  minds  of  the  department 
seems  to  be  that  it  is  a  Httle  trick,  and  that  they  will  not  permit  a 
policy  to  be  issued  which  appears  to  promise  on  its  face  a  thousand 
dollars  and  has  some  little  clause  somewhere  else  which  will  cut 
down  the  value  in  certain  eventualities,  which  is  the  same  idea  as 
that  presented  by  Mr.  Carr.  Most  of  you  have  come  across  in- 
stalment policies  that  have  been  sold  on  representations  that  here 
is  a  policy  for  ten  thousand  dollars  which  will  cost  you  only 
75  per  cent  of  what  that  other  fellow  is  trying  to  charge  you.  I 
have  had  cashiers  of  banks  show  me  policies  that  they  got  in  on 
the  ground  floor  at  three-quarters  of  the  regular  premium,  and 
they  did  not  know  that  they  were  instalment  policies. 

]Mr.  Pattisox:  There  is  yet  another  phase  to  this  question 
of  incontestability.  There  is  a  provision  in  the  standard-provisions 
act,  most  standard-provisions  acts,  to  the  effect  that  the  policy 
shall  not  provide  for  the  payment  of  a  less  amount  than  the  face 
of  the  policy  at  death.  I  do  not  know  that  that  is  the  exact 
wording,  as  I  am  giving  it  from  recollection  only. 

Mr.  Cathles:  That  was  the  basis  of  the  Texas  ruling,  not 
the  incontestability  clause. 

]\Ir.  Gr.aham:  Apart  from  the  rightness  or  wrongness  of  the 
rulings  of  the  department  I  had  hoped  that  some  of  the  speakers 
would  raise  this  point:  Personally,  I  have  a  very  strong  dislike 
for  any  clause  that  provides  for  settlement  for  less  than  the  sum 
insured  in  the  event  of  death  which  was  the  result  directly  or 
indirectly  of  some  medical  impairments,  heart  disease  or  smallpox 
or  syphilis  or  anything  like  that.  I  had  thought  in  fact  that  those 
clauses  belonged  to  the  dark  ages  of  life  insurance  and  that  they 
were  not  used  any  more.  I  believe  that  the  company  that  is 
relying  on  that  sort  of  a  clause  is  relying  on  a  broken  reed.  I 
think  that  it  is  a  great  deal  better  to  reject  the  risk  in  the  beginning 
if  it  can't  see  its  way  clear  to  accept  the  risk  without  such  a  clause. 

Mr.  Draper:  I  simply  wanted  to  call  attention  to  the  fact 
that  we  eliminated  that  difficulty  on  the  women's  and  children's 
policies  by  stating  on  the  face  of  the  policy  the  increasing  amounts 
from  year  to  year  in  order  to  cover  that,  and  hence  the  placing  of 
stated  different  amounts  on  the  face  of  the  policy,  with  the  provi- 
sion covering  those  different  amounts,  complies  with  the  fact  of 
what  "the  face  of  the  policy  is.     That  has  been  admitted  by  the 
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Massachusetts  department,  which  will  lind  trouble  with  most 
anything. 

Mr.  McBridk:  I  am  heartily  in  sympathy  with  what  Mr. 
Buttolph  has  said  and  also  with  what  Mr.  Graham  has  said.  I 
should  be  very  glad  myself  if  we  could  escape  the  difficulties 
presented  by  rejecting  outright  all  risks  where  we  feel  we  can  issue 
the  policy  safely  only  by  incorporating  some  such  restriction.  I 
have  serious  misgivings  as  to  the  safety  with  which  we  can  proceed 
by  limiting  the  company's  liability.  Nevertheless,  in  our  own 
practice  we  sometimes  do  it,  as  in  the  case  of  underground  hazards, 
and  recently  we  have  adopted  a  practice  of  designating  the  face 
of  the  policy  as  the  ma.ximum  with  the  idea  of  being  able  to  support 
our  position  on  Mr.  Buttolph's  theory,  that  the  face  of  the  policy 
is  a  variable  amount,  and  in  addition  we  make  the  policy  recite 
the  fact  that  the  consideration  is  the  issue  of  the  policy  at  the 
standard  rates  with  an  agreement  on  the  part  of  the  insured 
entered  into  by  him  by  his  acceptance  of  the  policy  that  the 
amounts  payable  shall  be  as  specified. 

Mr.  Pattisox:  I  am  of  the  opinion  that  from  a  practical 
point  of  view  it  is  a  great  mistake  for  a  company  to  attempt  to 
issue  a  policy  limiting  the  amount  of  the  face  of  the  policy  under 
certain  conditions.  In  fact  I  do  not  know  of  a  condition  where  the 
company  could  gain  by  issuing  a  policy  of  this  kind,  with  the 
possible  exception  of  insurance  on  children. 

I  have  ahvays  had  a  doubt  as  to  whether  it  was  possible  to 
issue  a  policy  providing  for  the  payment  of  an  amount  less  than 
its  face  in  the  event  of  death  under  certain  conditions  that  would 
hold  in  the  courts,  regardless  of  how  it  is  worded.  When  one  of 
these  policies  becomes  a  claim,  even  though  the  company  may 
win  in  a  lawsuit,  it  will  have  a  dissatisfied  beneficiary  if  the  pay- 
ment is  less  than  the  face  amount  of  the  policy.  It  would  be  good 
business  on  the  company's  part,  if  the  company  cannot  accept 
such  a  risk  on  a  wide-open  policy,  not  to  accept  that  risk  at  all.  I 
believe  that  the  day  has  passed  for  policies  of  this  kind.  The 
policy  of  the  future  will  have  to  provide  for  the  payment  of  the 
sum  insured  under  all  conditions,  with  the  possible  exception  of 
military  and  naval  service. 

[Mr.  Fairlie  was  not  present  during  the  first  part  of  this  discussion  and 
was  called  upon  by  the  chairman  at  this  point  to  express  his  views  on  this 
subject. — Editor.] 
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Mr.  Fairlie:  I  did  not  prepare  any  address  on  this  subject 
at  all  and  I  did  not  expect  to  say  very  much  about  it.  The  mem- 
bers of  the  Program  Committee  were  trying  to  arrange  this  pro- 
gram on  the  plan  that  it  should  contain  a  legal  subject,  a  medical 
subject,  and  one  or  two  actuarial  subjects.  We  were  discussing 
features  which  might  involve  the  proper  interpretation  of  contracts, 
and  I  mentioned  one  thing  which  had  necessitated  a  great  deal  of 
correspondence  in  the  Illinois  Insurance  Department,  and  that  was 
the  question  as  to  whether  a  contract  could  provide  after  the 
expiry  of  the  contestable  period  for  varying  amounts  of  insurance 
or  for  voidance  of  the  benefit  or  modification  therein  under  specified 
conditions. 

For  instance,  a  policy  may  pro\ide  for  a  double-indemnity 
benefit  or  a  disability  benefit  as  well  as  for  the  regular  death 
benefit.  Such  a  disability  benefit  we  would  consider  a  part  of  the 
contract  subject  to  the  incontestability  provision  as  much  as  the 
death  benefit.  Now  some  of  the  companies  have  submitted  policy 
forms  which  provide  for  either  voidance  or  modification  of  the 
benefit  in  case  the  insured  engage  in  hazardous  occupations,  or 
under  other  circumstances.  We  consider  such  a  modification 
contrary  to  the  provisions  of  the  Illinois  law. 

Then  we  have  had  cases  of  policies  submitted  which  would 
provide  that  in  case  the  policyholders  were  to  engage  in  certain 
extra-hazardous  occupations,  or  death  should  occur  from  certain 
specified  causes,  the  benefits  varied.  The  policy  would  specify 
the  amount  that  would  be  payable  under  such  and  such  conditions. 
The  company  would  take  the  position  that  the  face  amount  was 
the  reduced  amount  under  those  circumstances  and  that  there  was 
no  infringement  of  the  legal  restrictions  because  it  provided  for  a 
thousand  dollars  payable  under  certain  circumstances  and  a  speci- 
fied different  amount  under  certain  other  circumstances. 

This  question  involves  to  a  certain  extent  another  section  of 
the  Illinois  law,  to  the  effect  that  no  provision  can  be  included  in 
the  policy  providing  for  the  payment  of  an  amount  less  than  the 
face  amount  after  the  expiry  of  the  contestable  period.  I  don't 
know  that  that  provision  is  in  all  standard-provisions  acts.  I  do 
not  think  it  is. 

Mr.  Cathles:     I  think  it  is  in  most  of  them. 


igiy]  Varying  Benefits  and  I nconteslahilily  245 

Mr.  I'AiKi.ii;:  I  don't  think  that  it  is  in  the  New  "V'ork  law, 
for  instance.  There  are  one  or  two  of  the  comj)anies  from  eastern 
states  that,  when  we  ha\e  called  their  attention  to  that  particular 
section,  have  stated  that  they  had  not  previously  considered  it  as 
affecting  the  point  in  question,  but  acknowledged  that  it  aj)[)arently 
does  so.  It  was  for  that  reason  that  I  brought  the  matter  up 
before  the  meeting  of  the  Program  Committee.  I  know  what  our 
position  in  the  department  is,  but  since  there  was  apparentlv  a 
difference  of  opinion  entertained  by  others,  and  objections  had 
been  taken  to  the  ruling  of  the  department,  I  thought  it  would 
be  interesting  to  hear  it  discussed  here. 

Mr.  C.athlks:  The  question,  Mr.  Fairlie,  came  up  in  Texas. 
A  ruling  was  made  there  by  the  attorney-general  that  the  limitation 
of  the  amount  payable  in  the  event  of  death  from  smallpox  was  in 
violation  of  the  standard  provisions,  and  he  quoted  particularly  and 
seemed  to  rely  particularly  on  that  provision  which  prohibited  a 
settlement  for  less  amount  than  the  face  \alue  of  the  policy.  Other 
action  on  the  part  of  the  Texas  department  indicated  that  if  the 
amount  had  been  stated  as  one  thousand  dollars  at  death  except  in 
the  case  of  death  from  smallpox,  in  which  event  the  amount  payable 
should  be  fifty  dollars,  the  ruling  might  have  been  different.  Then 
the  face  amount  would  have  been  one  thousand  dollars  at  death  and 
fifty  dollars  in  the  event  of  death  from  smallpox.  That  would 
apparently  have  been  all  right,  but  the  policy  must  show  the 
fifty-dollar  limitation  every  time  it  shows  one  thousand  dollars 
as  the  face  value.  He  did  not  seem  to  place  much  reliance  on  the 
incontestability  clause.  I  believe  anyway  that  it  is  the  policy 
as  a  whole  that  is  incontestable — not  the  simple  payment  of  the 
sum  insured,  but  the  fulfilment  of  all  the  terms  of  the  policy. 

Mr.  Fairlie:  There  is  a  case  in  Illinois,  in  the  appellate 
court  division,  in  connection  with  a  fraternal  certificate — I  forget 
the  citation — in  which  the  policy  provided  for  a  contestable  period 
of  two  years,  and  further  provided  in  another  section  that  in  case 
the  insured  engaged  in  certain  occupations  or  committed  suicide 
the  policy  would  be  void.  There  was  no  express  reference  within 
the  incontestability  provision  to  this  exemption  of  liability,  and 
the  court  held  that  the  incontestability  provision  overrode  the 
other,  and  that  consequently  since  the  death  of  the  insured  had 
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occurred  after  the  expiry  of  the  incontestable  period  the  full 
amount  was  payable.  In  that  case  they  took  the  position  that 
the  incontestable  provision  did  apply,  although  there  was  a  provi- 
sion elsewhere  for  the  voidance  of  the  policy. 

The  argument  has  been  presented  that  while  this  might  hold 
in  the  case  of  an  absolute  voidance  of  liability  it  would  not  be 
construed  to  apply  where  the  provision  did  not  void  the  policy, 
but  merely  modified  the  amount  payable  under  the  varying  condi- 
tions. It  seems  to  me,  however,  that  there  should  be  no  difference 
in  treatment  of  one  clause  providing  for  reduction  in  benefit  to  a 
specified  amount  which  might  be  as  small  as  the  company  might 
arbitrarily  wish  to  make  it  and  another  clause  reducing  the  benefit 
to  zero. 

The  Chairman:  Is  that  a  reply  to  your  question,  Mr. 
Cathles  ? 

Mr.  Cathles:  Yes,  indirectly,  but  an  interesting  corollary 
to  that  was  brought  to  my  attention  the  other  day  by  a  company 
which  had  a  war  clause  in  its  policies  and  no  reference  in  the  incon- 
testability clause  to  the  limitation  of  its  liability  for  military  and 
naval  service,  and  the  position  taken  by  that  company  seemed 
to  be  that  it  was  the  contract  as  a  whole  that  was  incontestable. 
The  courts  may  not  finally  hold  that  way. 

Mr.  Fairlie:  We  have  taken  the  position  in  the  IlUnois  de- 
partment that  the  incontestability  provision  had  to  refer  to  any 
war  clause;  if  there  were  a  voidance  of  liability  on  account  of  war 
service,  it  would  be  necessary  to  state  it. 

Mr.  Mead:  It  was  necessary  that  that  be  stated  in  the  incon- 
testability provision  ? 

Mr.  Fairlie:  Reference  to  the  war  clause  must  at  least  be 
made  in  the  incontestability  provision. 

Mr.  Cathles:  For  the  incontestability  clause  actually  to 
refer  to  that  ? 

Mr.  Fairlie:    Yes. 

Mr.  Cathles:  Except  for  military  and  naval  service? 

Mr.  Fairlie:  The  reason  for  that  is  that  under  the  Illinois 
law  it  is  required  in  the  incontestability  provision  that  the  policy 
be  incontestable  after  two  years  from  issue  unless  for  non-payment 
of  premiums  or  violation  of  the  policy  provisions  relating  to 
military  or  naval  services  in  time  of  war,  and  it  apparently  con- 
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templates  that  a  war-service  provision  is  in  conflict  with  the  ordi- 
nary incontestability  provision. 

In  the  earlier  part  of  the  discussion  was  there  any  question 
raised  as  to  the  effect  of  this  incontestability  provision,  or  this  par- 
ticular feature  which  we  are  discussing  now,  on  special  benefits,  such 
as  disability  benefits  and  double-indemnity  benefits?  The  matter 
has  really  been  raised,  so  far  as  the  Illinois  department  is  concerned, 
with  regard  to  special  benefits  of  that  kind  more  than  in  any  other 
way.  I  would  be  very  much  interested  to  hear  the  opinions  of 
any  of  the  members  on  that  particular  point. 

Mr.  Buttolph:  I  have  a  recollection  of  a  situation  in  Missouri 
in  the  matter  of  suicide  which  seems  to  me  to  be  somewhat  in  line 
with  that  referred  to  by  Mr.  Fairlie  as  a  court  decision  here  in 
Illinois,  I  believe,  regarding  the  fraternal  certificate.  If  I  remem- 
ber rightly,  the  courts  held  that  as  long  as  suicide  voided  the  policy 
absolutely  it  was  contrary  to  that  law  of  Missouri  which  provided 
that  suicide  should  not  be  a  defense,  but  that  if  the  policy  provided 
for  a  certain  specific  amount,  say  fifty  dollars,  payable  in  event 
of  suicide,  then  the  law  was  not  operative;  that  suicide  can- 
not be  relied  upon  to  void  the  policy  entirely,  but  if  the  policy 
distinctly  provided  that  it  insured  a  certain  amount  against  suicide, 
then  there  was  no  contest  of  the  policy.  It  was  simply  a  determina- 
tion of  the  amount  insured  by  the  policy. 

If  I  have  that  correctly  in  mind,  it  seems  to  me  that  to  a 
certain  extent  at  least  it  answers  the  question  that  we  are  consider- 
ing here.  Now,  of  course,  that  could  only  apply  to  the  incontest- 
able clause.  If  the  courts  or  the  departments,  in  their  adverse 
action  against  such  policies,  are  going  to  rely  on  that  other  clause 
in  the  standard-provisions  acts  which  forbids  any  provision  in  the 
policy  covering  a  payment  at  maturity  less  than  the  amount 
insured,  where  are  we  in  our  military-  and  naval-service  clause  ? 
Here  there  would  be  a  very  evident  contradiction  or  violation  of 
that  particular  paragraph  of  the  law,  because  we  certainly  put  in 
our  policies  a  provision  which,  assuming  the  face  of  the  policy  is 
the  amount  written  upon  the  first  page  of  the  policy,  violates  that 
section  of  the  law. 

Mr.  Seitz:  I  think  that  Mr.  Fairlie  also  referred  to  the  fact 
that  the  incontestability  clause  should  include  those  exceptions, 
such  as  military  and  naval  service,  but  still  the  standard-provisions 
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act  will  permit  the  change  of  the  amount  to  be  yjaid  on  account 
of  misstatement  of  age.  I  have  not  seen  any  incontestable  clause, 
except  one,  that  included  also  ''except  the  misstatement  of  age." 

Mr.  F.airlie:  With  regard  to  Mr.  Buttolph's  statement  of  an 
apparent  conflict,  it  doesn't  seem  to  me  that  there  is  any  conflict 
in  the  standard-provisions  act  regarding  the  incontestability  pro- 
vision and  the  exemption  of  liability  on  account  of  military  and 
naval  service  in  time  of  war.  The  law  permits  that  there  should 
be  no  limit  on  the  contestable  period  at  all  with  regard  to  such 
service.  If,  however,  a  policy  provided  for  absolute  incontest- 
ability after  a  certain  period,  and  elsewhere  in  the  policy  there  was 
a  war  clause,  I  believe  that  the  incontestability  provision  would 
govern  the  war  clause.  That  is  why  we  have  always  insisted  on 
the  reference  to  the  war  clause  being  made  in  the  incontestability 
provision. 

Mr.  Seitz:  Does  the  Illinois  department  require  that  the 
exceptions  as  to  military  and  naval  service  be  incorporated  with 
the  incontestability  clause  in  the  policy,  Mr.  Fairlie  ? 

Mr.  Fairlie:  No,  but  reference  to  that  modification  for 
military  and  naval  service  must  be  made  in  the  incontestability 
provision. 

Mr.  Seitz:  It  seems  to  me  that  it  is  not  necessary  to  have 
reference  to  it  in  the  policy.  The  law  itself  would  have  to  have 
reference  to  it,  because,  if  you  have  one  provision  of  your  standard 
law  saying  that  military  and  naval  service  in  time  of  war  is  a  risk 
not  assumed,  you  can  conclude  that  that  is  the  statement  of  the 
law.  Then  if  you  have  also  a  statement  of  the  law  that  the  policy 
must  be  incontestable  after  one  year  it  is  conflicting,  but  for  the 
purpose  of  the  law  the  law  on  incontestability  must  record  an 
exception.  I  do  not  see,  however,  why  a  policy  should  record  it. 
You  can  say  that  the  policy  is  incontestable  after  one  year  in  one 
part  of  the  policy  and  in  another  part  of  the  policy  specify  that 
military  and  naval  service  is  a  risk  not  assumed.  You  have  to 
read  the  contract  as  a  whole.  I  do  not  see  why  you  would  require 
an  exception  in  that  policy,  but  you  would  have  to  require  the 
exception  in  the  law. 

Mr.  Cathles:  Doesn't  the  Illinois  law,  which  is  like  the 
Texas  law,  say  that  it  must  contain  a  provision  which  shall  make 
it  incontestable  after  not  more  than  two  years,  which  provision 
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may  or  may  not  contain  an  exception  for  military  and  na\al 
service  ? 

Mr.  Fairlie:     Yes. 

Mr.  Seitz:  But  why  should  you  insist  that  you  have  the 
exception  in  the  incontestability  clause,  since  the  contract  must 
be  read  as  a  whole  ? 

Mr.  Vixeberg:  Would  there  not  be  a  contradiction  if  you  do 
not? 

Mr.  Seitz:     I  don't  see  where  the  contradiction  comes  in. 

Mr.  Vineberg:  One  hne  says  it  is  incontestable  after  two 
years,  and  another  part  of  the  contract  says  that  the  risk  during 
military  and  naval  service  is  a  risk  not  assumed  under  the  terms 
of  the  policy. 

Mr.  Seitz:  But  what  is  contested?  'You  do  not  contest 
something  that  you  say  you  will  do.  If  you  do  something  that  the 
contract  says  you  will  do,  you  are  not  contesting  it. 

Mr.  Vineberg:    There  is  a  conflict  just  the  same. 

Mr.  Seitz:     I  don't  see  where  it  is. 

Mr.  Vineberg:  You  make  the  bold  statement  in  one  place 
that  the  contract  is  incontestable  after  two  years.  There  is  no 
exception  to  it.  And  then  in  the  next  paragraph  you  are  going 
to  modify  it. 

Mr.  Seitz:     Modify  it,  yes,  but  I  am  not  contesting  it. 

Mr.  Vineberg:     It  is  the  same  thing  in  practice. 

Mr.  Seitz:  No,  modifying  and  contesting  are  not  the  same. 
When  you  are  carrying  out  a  provision  of  the  contract  you  are  not 
contesting  it.  It  seems  to  me  that  I  have  noticed  that  this  runs 
through  all  our  discussions  at  the  meetings.  There  must  be  a 
little  misunderstanding.  The  way  I  look  at  it  is  that  incontestable 
means  that  you  can't  contest  it.  If  it  is  in  the  contract,  you  are 
going  to  carry  out  the  terms  of  the  contract.  You  refuse  to  carry 
out  the  terms  of  the  contract  when  you  contest  it. 

Mr.  Fairlie:  That  point  raises  the  force  of  this  other  section 
of  the  law  with  reference  to  settlement  after  the  expiry  of  the  con- 
testable period.  I  think  that  those  should  be  taken  together. 
Now  it  seems  to  me  that  any  policy  may  be  less  limited  than  the 
law  would  allow.  You  could  have  a  two-year  contestable  period 
under  the  law,  and  a  great  many  policies  may  have  only  a  one-year 
contestable  period.     The  policy  may  be  absolutely  incontestable 
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after  two  years  with  reference  to  military  and  naval  service.  The 
law  would  allow  it  to  carry  past  the  two  years.  If  there  was  a 
conflict  between  the  two  sections  of  the  contract  the  courts  might 
very  easily,  especially  under  this  decision  of  the  local  courts  which 
1  referred  to,  consider  that  there  was  a  conflict  there.  The  intent 
of  the  contract  might  have  been  that  the  war  service  would  apply 
only  during  the  contestable  period,  that  is,  where  the  incontestable 
provision  was  stated  in  the  contract  with  no  reference  to  the 
other.  Certainly  I  think  the  safest  thing  would  be  to  make  refer- 
ence in  your  incontestability  provision  to  the  other. 

Mr.  Cathles:  There  is  no  doubt  that  it  is  the  safest  thing 
to  do,  but  I  think  that  Mr.  Seitz  is  exactly  right,  and  that  we  have 
never  come  to  grips  on  the  question  that  what  that  clause  says 
must  not  be  contested.  Is  it  the  payment  of  the  face  value,  as 
seems  to  be  so  generally  assumed,  or  is  it  the  performance  of  the 
contract  that  must  not  be  contested  ?  Now,  just  on  a  common-sense 
point  of  view,  I  have  always  upheld  that  it  is  the  performance  of 
the  contract  that  must  not  be  contested,  not  the  payment  of  the 
face  amount  of  the  contract,  because  if  it  meant  that  the  payment 
of  the  face  amount  of  the  policy  should  not  be  contested  surely 
the  law  would  have  said  that.  It  would  have  been  very  easy  to 
have  made  the  clause  read  that  payment  of  the  face  amount  of  the 
policy  shall  not  be  contested.  That  would  have  expressly  limited, 
as  a  matter  of  fact,  the  application  of  the  incontestability  clause. 
It  is  much  broader  as  it  is,  referring  to  the  performance  of  the 
contract,  than  it  would  be  if  referring  simply  to  the  payment  of  the 
face  amount.  I  have  always  had  considerable  fear  that  our  courts 
would  construe  that  in  the  limited  sense  as  referring  only  to  the  face 
amount  of  the  policy.  I  think  very  likely  that  their  decisions  will 
be  made  along  that  line  until  a  sufficiently  high  court  is  reached 
to  get  the  broader,  and  I  believe  the  more  accurate,  view. 

I  keep  on  the  safe  side  myself  by  tacking  on  to  the  incontest- 
ability clause  whatever  I  think  is  necessary,  but  I  still  think  that 
the  law  intended  that  it  was  the  performance  of  the  contract  that 
should  not  be  contested  after  a  period  of  one  or  two  years. 

Mr.  Mead:  Doesn't  the  question  arise  in  this  connection  that 
it  was  the  intention  of  the  framers  of  the  law  that  a  life  insurance 
policy  should  absolutely  be  paid  for  its  face  value  except  for 
non-payment  of  premium  and  for  military  and  naval  service  in 
time  of  war  ? 
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Mr.  Cathles:  It  might  be  a  paid-up  policy  for  a  less  amount 
than  its  face. 

Mr.  Seitz:     Suppose  it  is  per  agreement? 

Mr.  Mead:  I  mean  under  ordinary  conditions.  That,  I 
think,  is  what  is  back  of  Mr-.  Fairlie's  construction  of  the  case.  It 
was  the  intention  of  the  lej^islature  that  a  policy  of  life  insurance 
should  be  paid  disregarding  all  causes  after  the  two-year  limitation 
of  contestability  except  for  military  and  naval  service. 

Mr.  Seitz:  Wasn't  it  the  intention  behind  that  to  get  around 
the  trouble  occasioned  by  the  companies  in  former  days  picking 
out  misrepresentations  ? 

Mr.  Mead:    That  is  it  exactly. 

Mr.  Seitz:    But  not  for  carr^-ing  out  the  contract. 

Mr.  Mead:  It  was  to  obviate  the  misunderstanding  of  the 
insured  as  to  what  he  had. 

Mr.  Seitz:    Yes,  that  is  it. 

Mr.  Me.ad:  That  was  to  force  the  life  insurance  companies 
to  grant  an  unlimited  life  benetit  e.xcept  for  fraud  or  conspiracy, 
after  the  period  of  contestability. 

Mr.  Buttolph:  I  do  not  believe  that  that  was  the  intention 
of  the  legislatures  or  of  the  men  who  originally  framed  this  standard- 
provisions  act.  I  believe  as  Mr.  Seitz  has  said  that  the  object  of 
the  incontestability  clause  w-as  solely  to  prevent  companies  after 
a  man's  death,  a  long  time  having  elapsed  since  the  various  state- 
ments in  his  application  were  made,  from  raking  up  against  him 
certain  alleged  misrepresentations  in  securing  that  contract. 

Mr.  F.\irlie:  In  this  connection  I  would  like  to  call  your 
attention  to  the  recommendations  of  the  so-called  Committee  of 
Fifteen  in  1906.  They  recommended  permitting  a  policy  to  pro- 
vide for  restrictions  of  liability  on  account  of  travel,  occupation, 
change  of  residence,  and  suicide,  such  restrictions,  however,  except 
those  relating  to  military  and  naval  service  in  time  of  war,  to  apply 
only  to  cases  where  the  act  of  the  insured  provided  against  occurred 
within  two  years  from  the  date  of  issuance  of  the  policy.  It  was 
very  evidently  the  intention  that  after  such  restricted  period  there 
should  be  no  variation  in  the  amount  of  insurance  from  one  lixed 
sum.  I  might  further  state  that  I  have  been  informed  by  one 
who  was  active  in  the  deliberations  of  the  Committee  of  Fifteen 
and  those  preliminary  to  the  passage  of  the  subsequent  Illinois 
legislation   that  such  was  the  express  reason  for  the  provision 
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prohibiting  settlemcnl  after  the  expiry  of  the  contestable  period  for 
any  amount  less  than  the  face  amount  which  was  considered  to  be 
fixed  thereby  to  one  specific  amount.  This  was  to  prevent  the 
disputes  constantly  arising  between  company  and  beneficiary  as 
to  the  validity  of  the  company's  action  in  reducing  a  benefit  on 
the  grounds  of  violation  of  the  ])olicy  restrictions  with  regard  to 
occupation  or  cause  of  death.  Formerly  tuberculosis  riders, 
smallpox  riders,  hernia  riders,  and  so  on  were  a  very  ordinary 
addition  to  policies,  and  proved  very  susceptible  to  abuse  and 
certainly  to  dissatisfaction  anl  dispute.  While  the  provision 
might  be  more  clearly  worded,  1  am  convinced  that  the  intention 
of  the  framers  of  the  Illinois  law  was  in  accordance  with  that  of  the 
Committee  of  Fifteen,  whose  recommendations  are  very  clear  on 
this  point  and  formed  the  basis  for  a  great  deal  of  the  legislation 
later  enacted  in  many  states. 

SHOULD  THE  INSPECTION  REPORT  BE  DISPENSED  WITH  OX 

APPLICATIONS  FOR  LESS  THAN  TWO  THOUSAND 

DOLLARS  ? 

Mr.  Seitz:  In  the  case  of  a  smaller  company  the  inspection 
for  two  thousand  dollars  or  less  ought  to  be  made.  If  a  company 
will  reject  from  8  to  lo  per  cent  of  its  applications,  and  if  a  younger 
company  will  show  an  average  policy  of  fifteen  hundred  to  two 
thousand  dollars,  it  seems  to  me  that  it  would  make  a  marked  im- 
pression upon  the  mortality  if  the  company  did  not  inspect  each 
case  of  two  thousand  dollars  or  less. 

Mr.  Mead:  A  few  years  ago  when  the  Travelers'  Insurance 
Companv  got  out  its  mortality  experience,  one  of  the  comments 
that  it  made  in  connection  with  that  was  that  its  reduced  mortality 
was  due  to  a  certain  extent  to  the  recjuiring  of  inspections  in  the 
later  years.  Of  course,  to  what  extent  they  had  modified  their 
views  in  respect  to  that  I  do  not  know.  They  were  not  aware,  I 
presume,  at  that  time  as  to  the  actual  improvement  in  longevity 
of  insured  lives.  At  any  rate,  in  connection  with  the  publication 
of  that  experience  the  foregoing  comment  was  made.  It  is  rather 
hard  to  base  conclusions,  rather  unsafe  to  base  conclusions,  upon 
general  considerations,  and  to  illustrate  how  dangerous  that  is 
I  might  call  vour  attention  to  an  incident  which  occurred  in  con- 
nection with  our  own  company,  because,  although  it  is  not  directly 
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connected  with  this  topic,  I  want  to  make  an  illustration  of  it  in 
this  connection. 

We  have  always  imagined  that  the  mortality  in  our  company 
was  very  heavy;  in  fact  I  had  always  imagined  that  it  was  fully 
200  per  cent  of  the  expected,  judging  only  from  the  death  claims 
coming  in,  having  no  knowledge  as  to  the  number  exposed  to  risk. 
A  short  time  ago  we  completed  a  mortality  investigation  of  the 
women  insured  in  the  Michigan  State  Life  and  were  surprised  to 
find  that  the  mortality  on  women  insured  under  policies  on  single 
lives  was  only  73  per  cent  of  the  Medico- Actuarial  Select  and  that 
the  mortality  on  women  insured  under  Joint  Life  Policies  was  only 
50  per  cent  of  the  Medico-Actuarial  Select,  the  combined  mortality 
on  both  single  and  joint  lives  being  67  per  cent.  The  total  mor- 
tality on  both  groups  was  only  39  per  cent  of  the  American  E.xperi- 
ence  Table.  Of  the  policies  on  single  lives  55  per  cent  were  on 
married  women  with  husbands  as  beneficiaries,  5  per  cent  were 
on  married  women  with  beneficiaries  other  than  the  husbands, 
and  4  per  cent  were  on  widowed  or  divorced  women ;  the  remainder 
were  on  spinsters.  Practically  all  of  the  women  insured  under 
Joint  Life  Policies  were  married  women  with  husbands  as  bene- 
ficiaries. We  now  believe  that  the  mortality  on  women  insured 
in  the  Lincoln  Life  is  even  more  favorable  than  in  the  Michigan 
State,  for  we  find  we  have  more  cases  and  fewer  deaths,  although 
the  average  duration  is  less.  We  e.xpect  to  complete  the  mortality 
on  women  in  a  short  time. 

This  favorable  mortality  has  led  us  to  desist  taking  action,  as 
we  had  planned,  on  generalities  and  limiting  insurance  on  married 
women  to  those  who  could  pay  the  premiums  out  of  their  own 
funds  and  made  minor  children  the  beneficiaries.  If  we  had  taken 
this  action  it  would,  of  course,  have  resulted  in  a  severe  loss  to  our 
company  and  to  the  agency  force.  I  am  aware  that  many  com- 
panies have  not  had  a  favorable  experience  on  this  iypt  of  business, 
but  of  course  our  experience  has  demonstrated  that  it  is  advisable 
for  us  to  continue  in  the  future  as  we  have  in  the  past. 

Now,  with  reference  to  inspections,  we  are  just  beginning  to 
keep  statistics  along  that  line.  In  fact  we  are  beginning  to  keep 
statistics  with  reference  to  our  rejections,  and  shall  keep  statistics 
from  this  time  forward  as  to  the  source  of  the  information  which 
caused  the  rejection.     First,  of  course,  the  primary  source  would 
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be  medical  examination,  which  we  would  have  if  we  did  not  have 
any  other  means  of  getting  information;  secondly,  information 
received  from  other  sources  than  the  examination;  thirdly, 
information  received  from  the  inspection;  fourthly,  information 
received  from  any  bureau,  and  I  believe  there  is  a  fifth  feature. 
I  can't  remember  what  that  fifth  feature  is,  but  we  are  keeping 
statistics  in  that  respect,  and  after  a  period  of  time  we  shall  be 
enabled  to  find  out  just  what  proportion  of  our  rejections  are  due 
to  inspection  reports.  Our  impression  is  that  we  can  decline  prac- 
tically none  at  all  on  inspections  alone. 

Mr.  Cathles:  You  don't  decline  anybody  in  your  company, 
do  you  ? 

Mr.  Mead:  I  won't  say  practically  none  at  all,  but  very  few, 
although  of  course  that  does  not  mean  exactly  that  we  shall  dis- 
continue inspections. 

Mr.  Cathles:     You  have  a  very  low  rejection  rate  ? 

Mr.  Mead:     Yes,  we  have  a  very  low  rejection  rate. 

Mr.  Cathles:    That  was  partly  the  reason  for  it. 

Mr.  Mead:     And  we  are  also  keeping  check  of  modified  cases. 

Mr.  Cathles:    Yes,  I  see. 

Mr.  Mead:  That  is,  the  source  of  information  causing  modi- 
fication. 

Mr.  Cathles:     I  see. 

Mr.  Mead:  I  think  that  before  we  get  through  we  shall  have 
some  valuable  data  upon  which  we  can  base  future  action.  Of 
course  what  might  be  proper  for  us  might  not  be  proper  for  another 
company  doing  business  in  a  different  manner  or  in  another  locality 
of  the  country  or  of  a  different  type  among  different  types  of  risks. 

Mr.  Carr:  It  seems  to  me  that  you  struck  the  keynote  of 
the  proposition  in  your  last  remarks  and  that  you  accentuated 
the  need  of  inspections.  You  referred  to  your  risks,  women  risks, 
and  your  experience  with  them.  As  I  understand  it,  that  was 
largely,  I  imagine  practically  entirely,  in  Michigan. 

Mr.  Mead:     Practically  all  of  them,  yes. 

Mr.  Carr  :  You  have  a  general  inspection  there  by  a  knowl- 
edge of  the  class  of  people  you  are  doing  business  with  ? 

Mr.  Mead:    Yes. 

Mr.  Carr:  Which  is  in  effect  an  inspection  itself.  Take,  for 
instance,  such  business  as  Arkansas  business.     It  would  require  in- 
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spection  there  to  give  you  the  same  selection  or  approximately  the 
same  selection  that  you  get  without  an  inspection  in  Michigan. 

Now,  in  our  own  business  we  value  our  inspections  very 
highly.  With  reference  to  this  suggested  two-thousand-dollar 
limit  and  practically  all  of  this  subject  under  discussion,  I  have 
not  thought  anything  about  it  e.xcept  that  it  comes  to  me  some- 
times in  dealing  with  reinsurances.  Some  companies  seem  to  think 
that  it  is  not  necessary  to  have  an  inspection.  I  can't  really  see 
the  difference  between  an  inspection  on  a  two-thousand-dollar 
case  and  an  inspection  on  a  ten-thousand-dollar  case,  assuming 
that  the  two-thousand-dollar  loss  would  mean  as  much  to  one 
company  as  the  ten-thousand-dollar  loss  to  another  company. 
I  might  see  how  a  very  large  company  could  take  chances  on 
two-thousand-dollar  cases  without  inspections,  but  I  know  of  some 
companies  to  which  a  two-thousand-dollar  loss  would  mean  as 
much  or  more  as  a  ten-  or  fifteen-  or  twenty-thousand-dollar  loss 
would  mean  to  another  company.  Therefore  I  cannot  see  any 
reason  for  limiting  it  or  for  putting  any  figure  as  a  minimum  or 
limit  on  which  you  will  handle  inspections.  It  would  depend 
altogether,  it  would  seem  to  me,  on  the  size  of  the  company,  its 
manner  of  doing  business,  and  the  locality  of  its  business. 

Mr.  Me.\d:  We  have  to  be  very  careful  with  reference  to 
inspections  in  some  portions  of  the  country,  and  furthermore  in 
connection  with  reinsurance  an  inspection  is  absolutely  essential, 
because  the  reinsurance  company  has  not  the  same  knowledge 
of  the  agent,  the  environment,  the  examiner,  and  the  different 
conditions  surrounding  the  risk  that  one's  own  company  has, 
and  of  course  its  acceptance  of  the  risk  is  based  upon  confidence, 
and  that  confidence  is  inspired  to  a  large  extent  by  the  inspection 
report.  As  is  shown  by  our  experience  with  reference  to  women, 
there  has  been  no  evidence  at  all  of  personal  selection  against  the 
company,  which  is  evidenced  by  the  mortality  on  the  same  classes 
of  risks  in  the  Medico-Actuarial  Investigation.  That  merely  means 
that  each  company  should  judge  for  itself,  and  that  it  should  not, 
for  instance,  base  its  action  with  reference  to  women  upon  any 
results  we  gained  in  our  own  company.  The  Medico-Actuarial 
Investigation  absolutely  demonstrates  that  when  it  shows  that  the 
mortality  on  joint  lives  in  connection  with  women  has  been  very 
heavy  in  the  first  three  vears  and  after  that  has  decreased. 
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Miss  Brown:  I  wonder  if  it  would  be  of  any  interest  to 
know  the  experience  of  our  society  with  regard  to  women  lives. 
We  have  about  176,000  benefit  members,  and  of  those  members 
probably  between  80  and  85  per  cent  are  married  women.  Last 
year  our  ratio  of  actual  to  expected  mortality  was  87  per  cent 
on  our  own  table,  80  per  cent  on  the  National  Fraternal  Congress 
table,  and  only  58  per  cent  on  the  Actuaries'  Combined  Table. 
I  don't  recall  what  it  was  on  the  Medico-Actuarial.  Upon  mak- 
ing an  investigation  of  the  mortality  I  was  very  much  interested  to 
notice  that  the  heaviest  number  of  deaths  occurred,  not  from 
female  diseases,  which  one  would  think  would  be  particularly 
ascribed  to  women,  and  which  one  would  expect  to  influence  the 
mortality  among  women,  but  rather  from  diseases  of  the  heart, 
the  nervous  system,  and  the  kidneys. 

Mr.  Me.\d:  Over  what  period.  Miss  Brown,  was  that  experi- 
ence? 

Miss  Brown:    That  was  just  for  this  last  year. 

Mr.  Mead:  I  might  say  with  reference  to  the  causes  of  death 
in  our  own  experience  that  the  predominating  causes  were  diseases 
peculiar  to  women. 

Miss  Brown:  We  of  course  have  no  inspection  in  the  sense 
that  an  old-line  company  has.  Our  average  amount  of  protection 
is  under  two  thousand  dollars.  The  average  is  around  the  seven- 
hundred-and-fifty-dollar  mark. 

Mr.  Cathles:  Unfortunately  I  have  not  heard  all  of  the  dis- 
cussion on  this  subject  and  I  may  simply  repeat  something  that 
has  already  been  said.  I  hope  to  be  stopped  if  I  do.  But  it 
seems  to  me  that  this  is  the  time  when  very  few  of  the  younger 
insurance  companies  can  afford  to  dispense  with  anything  which 
will  assist  in  effective  selection  of  risks.  If  inspections  are  worth 
anything  at  all,  then  I  should  say  that  they  ought  not  to  be  dis- 
pensed with  on  any  risk,  whether  an  application  is  for  one  thousand 
or  five  hundred  or  ten  thousand  dollars. 

I  suppose  a  number  of  the  members  of  the  Institute  have, 
like  myself,  speculated  a  little  on  the  possibilities  of  the  mortality 
which  companies  may  face  during  the  next  five  years.  I  notice 
that  we  have  not  heard  very  much  recently  about  the  American 
Expedience  Table  being  far  too  high.  Undoubtedly  the  American 
Experience  Table  shows  a  high  rate  of  mortality  and  results  in 
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high  net  premiums  at  the  younger  ages  for  times  of  peace,  but 
whether  we  like  it  or  not  we  have  got  to  reaHze  sooner  or  later  that 
we  are  up  against  a  serious  proposition  in  the  extra  war  claims  we 
must  face.  You  can  figure  for  a  moment,  if  you  will,  that  if  this 
country  places  two  million  men  in  Europe,  it  is  2  per  cent  of  the 
population  of  America.  If  you  will  estimate  what  percentage 
that  is  of  men  of  military  age,  the  percentage  of  your  own  policy- 
holders who  are  of  military  age,  and  speculate  on  the  possible  results 
from  a  seventy  per  thousand  death-rate  of  those  that  reach 
France,  I  do  not  think  any  of  you  will  dispense  with  any  method 
of  getting  the  very  best  risks  you  can  for  your  companies. 

Mr.  Me.\d:  The  point  brought  out  by  Mr.  Cathles  cannot 
be  too  strongly  emphasized. 

Another  thing,  we  need  the  inspection  report  particularly  now 
to  determine  whether  or  not  a  man  is  about  to  enter  the  service 
or  contemplates  entering  the  service.  That  information  is  very 
valuable  to  us  just  now. 

Mr.  Cathles:  I  do  not  place  much  reliance  upon  that,  Mr. 
Mead,  and  some  correspondence  with  Canadian  companies  has 
confirmed  me  in  my  impression.  It  first  of  all  was  brought 
forcibly  to  my  own  attention  in  the  case  of  a  young  man  in  my 
own  office  who  for  the  first  two  years  of  the  war  scoffed  at  the  idea 
that  he  should  go  back  to  Scotland  to  fight  for  his  country,  saying 
that  he  always  expected  to  make  his  home  in  America,  that  he  was 
an  American  in  everything  except  the  completion  of  his  naturaliza- 
tion papers,  and  that  when  this  country  got  into  the  war  it  was  time 
enough  for  him  to  think  about  volunteering  to  serve  in  the  Army. 
I  am  convinced  that  in  February,  191 7,  when  he  took  out  a  five- 
thousand -dollar  policy  in  the  company,  he  did'so  without  any  idea 
in  the  world  of  going  to  Europe,  and  yet  by  April  he  was  in  Scot- 
land and  has  now  been  in  France  for  nearly  a  year.  I  would 
discount  entirely  the  value  of  inspection  reports  or  declarations 
from  men  as  to  what  their  intentions  are  in  that  regard. 

Mr.  H.  S.  V.\il:  I  think  that  this  question  of  inspection, 
whether  we  shall  or  shall  not  have  it,  depends  not  only  on  whether 
it  is  a  male  or  a  female  risk,  but  I  think  it  will  depend  more  on  the 
kind  of  policy  we  have.  If  we  are  to  distinguish  between  the 
endowment  contracts,  the  life  contracts,  and  the  special-term 
contracts,  by  no  means  ought  we  to  fail  to  have  inspections,  by 
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no  means  ought  we  fail  to  make  an  inspection  very  rigidly  on  the 
lower-])riced  contracts,  the  term  contracts.  I  know.  I  speak  from 
experience.  When  I  was  assistant  actuary  of  the  National  Life 
I  had  the  making  up  of  the  mortality  for  the  Mecham  tables,  and 
at  that  time  the  company  was  growing  to  considerable  size.  We 
went  through  a  long  period  of  growth.  You  know  how  thorough 
that  was.  I  had  an  idea  that  we  were  losing  money  on  our  term 
contracts,  and  I  wanted  the  directorate  to  give  me  a  force  to  work 
up  that  proposition.  They  said  that  they  could  not  afford  it. 
They  said  that  they  were  up  to  their  limit.  I  took  it  up  myself 
outside  of  office  hours,  and  I  proved  to  the  directorate  that  we 
were  losing  money  on  our  term  contracts.  Therefore  I  think  that 
without  any  question  this  idea  of  inspection  should  be  most  rigid, 
at  any  rate  on  the  lower-rate  contracts. 

Mr.  Burton:  I  would  like  to  say  that  we  inspect  all  of  our 
business  and  always  have,  and  in  this  connection  I  back  up  most 
thoroughly  what  Mr.  Cathles  has  said  with  regard  to  the  change 
of  ideas  respecting  military  service.  We  have  had  recently 
numerous  instances,  and  I  suppose  that  everybody  here  has  too, 
where  men  are  changing  their  minds  about  going  into  the  service 
from  the  time  they  made  their  application  to  the  time  when  we  are 
ready  to  pass  upon  the  application  ourselves.  I  do  not  believe 
that  when  they  made  their  application  or  declaration  with  regard 
to  military  service  they  had  any  idea  of  entering  the  service. 
The  inspection  report  in  that  matter  is  our  only  safeguard. 

Mr.  Mead:  Of  course  neither  the  inspection  report  nor  any 
other  sources  of  information  upon  which  we  base  our  selection 
can  be  of  any  avail  to  us  in  connection  with  cases  where  there  is  a 
sudden  change  of  intentions,  but  in  rural  communities  where 
everybody  knows  everybody's  business  our  experience  has  been 
that  the  inspection  report  has  been  a  very  valuable  check  as  to 
intentions. 

Mr.  Cathles:  Where  you  do  get  an  expression  of  an  inten- 
tion, of  course,  it  does  save  you,  but  a  declaration  of  no  intention 
is  of  negative  value  only. 

.  Mr.  Mead:  You  can't  do  less.  We  do  not  rely  upon  these 
reports  entirely.  We  always  get  one.  We  get  the  declaration 
on  the  part  of  the  applicant  and  we  embody  that  in  the  contract 
when  issued. 
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Mr.  Cathles:  At  the  same  time  those  declarations  are  often 
honestly  made. 

Mr.  Me.ad:     Yes. 

Mr.  Cathlks:  But  apparently  if  you  look  back  on  the  thinj^ 
three  months  hence  you  will  think  you  have  been  swindled. 

Mr.  Me.4d:  Of  course  that  is  part  of  your  information,  and 
you  must  get  as  much  information  as  you  can,  but,  as  you  said, 
it  would  seem,  from  the  way  in  which  men  are  changing  their 
minds,  that  they  were  insincere  in  their  declarations,  but  I  be- 
lieve they  are  usually  sincere. 

SHOULD  A  HOMK-OFFICE  INSPECTION  BE  MADE  WITHIN 
THE  CONTESTABLE  PERIOD? 

Mr.  Porter:  I  just  want  to  say  from  our  experience  that  we 
do  reinspect  all  of  our  risks,  and  of  late  we  have  felt  that  it  has  been 
of  great  value  to  us,  especially  in  connection  with  war  risks,  because 
we  have  learned  from  that  source  of  a  great  many  cases  where  the 
insured  has  entered  the  service,  of  which  we  would  not  have  known 
had  we  not  reinspected  the  case.  I  think  that  for  that  reason, 
particularly  at  this  time,  it  is  very  desirable  that  we  reinspect  the 
risks.  Of  course  we  reinspect  for  other  reasons  as  well,  but  I  just 
want  to  bring  out  that  one  particular  point. 

Mr.  Mead:  Of  course  you  don't  limit  your  purpose  of  the 
reinspection  to  that  one  thing. 

Mr.  Porter:    No. 

Mr.  Mead:  Because  your  contestable  clause  probably  relates 
to  all  military  service,  so  that  you  would  not  have  made  your 
inspection  report  for  that  one  thing  alone. 

Mr.  Porter:     Yes,  I  just  wanted  to  bring  that  out. 

Mr.  Mead:  I  never  heard  of  that  being  generally  done 
through  an  inspection  company,  that  is,  with  reference  to  inspecting 
risks  within  the  contestable  period,  although  there  are  some  com- 
panies that  make  a  practice  of  doing  it,  and  I  believe  one  company, 
the  name  of  which  was  just  mentioned  a  moment  ago,  the  Franklin, 
has  a  traveling  inspector  who  during  the  course  of  a  year  visits 
every  risk  or  practically  every  risk  taken  on  during  the  past  year. 
It  would  be  very  interesting  if  we  could  have  some  data  on  that. 

Mr.  Cathles:  That  was  the  Franklin's  practice  when  I  was 
actuary  of  that  company,  and  at  that  time  we  were  discussing 
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the  advisability  of  conlinuing  it,  and  we  discontinued  one  of  the 
inspectors. 

Tl  seems  to  me  that  it  is  a  practice  which  should  not  be  indulged 
in.  I  figure  this  way:  A  man  makes  an  application  for  insurance 
and  vou  size  him  up  the  best  way  you  can,  get  all  the  information 
vou  can  on  him,  and  make  a  contract  with  him,  and  you  should 
stick  to  that.  We  all  know  that  we  are  going  to  get  stuck  occa- 
sionally, and  that  there  is  going  to  be  a  certain  percentage  of  fraud, 
and  the  tables  were  based  on  just  such  risks.  It  always  has  seemed 
to  me  that  the  effect  of  taking  up  policies  after  they  have  once 
been  issued  must  be  very  bad.  It  is  done.  I  believe  that  we  all 
do  it  when  we  find  out  a  particularly  bad  case.  At  the  same  time 
I  think  it  is  a  pretty  bad  practice  to  have  an  inspector  going  around. 
It  ma>'  have  a  good  effect  on  your  agency  force.  I  am  not  sure 
about  that  because  I  think  it  may  also  have  a  bad  effect.  I  think 
that  in  nine  cases  out  of  ten  you  can  get  much  better  service  from 
a  man  when  you  make  him  realize  that  you  are  trusting  to  his  honor 
than  you  can  if  you  let  him  know  that  you  are  going  around  behind 
his  back  checking  him  up  all  the  time. 

We  put  that  into  practice  in  my  own  company  to  this  extent: 
On  the  back  of  every  application  we  call  for  a  certificate  by  the 
agent  himself  as  to  the  habits  and  general  insurability  of  the 
applicant,  which  we  make  him  sign,  endeavoring  to  get  into  his 
mind  his  responsibility  in  selecting  and  helping  us  to  select  risks. 
We  are  pestered,  as  I  suppose  most  companies  are,  by  circulars 
from  an  inspection  agency  which  is  evidently  trying  to  work  up  a 
business  of  inspecting  risks  after  the  policies  are  issued.  So  far 
we  have  been  able  to  resist  their  blandishments. 

]Mr.  Beckett:  I  want  to  indorse  what  Mr.  Cathles  has  said. 
It  seems  to  me  that  the  time  to  decide  whether  or  not  you  are 
going  to  issue  a  life  insurance  contract  is  before  you  issue  it.  The 
medical  department,  I  think,  ought  to  be  held  responsible  for  the 
medical  selection.  There  is  where  the  responsibility  begins  and 
ends.  If  later  on  there  is  a  chance  of  going  around  and  inspecting 
and  finding  out  whether  or  not  they  have  some  applicants  that 
they  should  not  have,  it  tends  to  laxity.  You  can  scarcely  check 
up  a  policy  that  has  been  issued  on  account  of  fraud  or  something 
of  that  kind  without  a  great  deal  of  disturbance  and  a  great  deal  of 
trouble.     The  time  to  do  it,  I  think,  is  before  you  issue  the  contract. 
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Mr.  Mead:  I  heartily  agree  with  Mr.  Beckett  and  Mr. 
Cathles  in  that  respect.  I  can't  see  the  advantage  of  going 
around  and  inspecting  all  risks  indiscriminately  after  the  policies 
have  been  issued.  Of  course  that  does  not  mean  that  when  certain 
conditions  arise  in  any  particular  territory  with  reference  to  an 
untrustworthy  agent  or  an  untrustworthy  examiner  careful  inspec- 
tion should  not  be  made.  It  seems  to  me  that  that  should  be 
done,  but  that  is  not  a  question,  I  take  it,  that  is  involved  in  this 
connection. 

DESIRABILITY  OF  ISSUING  POLICIKS  TO  SUPERST.\XD.\RD 

RISKS  AT  RATES  LOWER  THAN  CHARGED  TO 

STANDARD  RISKS 

Mr.  Pattisox:  In  order  to  start  the  discussion  on  this  topic, 
I  might  mention  one  instance  of  offering  special  inducements  to 
superstandard  risks  that  has  resulted  very  favorably  for  the  com- 
panies who  have  offered  such  inducements. 

A  number  of  companies  are  now  issuing  poHcies  to  total 
abstainers  at  reduced  rates,  or  with  some  special  inducement  to 
this  class  of  applicants.  The  company  with  which  I  am  connected 
issues  special  policies  to  total  abstainers.  We  do  not  issue  these 
pohcies  at  lower  rates  than  the  regular  rates,  but  we  do  promise 
the  total  abstainers  additional  dividends,  if  any,  from  the  extra 
mortaUty  savings  which  it  is  expected  will  be  experienced  in  a 
special  class  of  this  kind.  I  believe  that  the  results  experienced 
have  entirely  justified  the  company  in  making  a  separate  class  for 
total  abstainers,  and  that  this  special  classification  has  had  a 
markedly  favorable  effect  upon  the  company  as  a  whole.  I  am 
convinced  that  the  mortality  rate  ex-perienced  by  the  companv  has 
been  materially  reduced  and  that  the  quality  and  persistence  of 
its  business  has  been  greatly  ^enhanced  on  account  of  this  segret^a- 
tion  into  separate  classes. 

In  order  to  emphasize  the  remarkable  persistence  of  the  busi- 
ness in  this  special  class,  I  may  state  that  while  about  30  per  cent 
of  our  business  written  has  been  written  in  this  special  class,  yet 
nearly  50  per  cent  of  the  entire  business  in  force  on  our  books  is 
in  this  class,  the  difference  being  accounted  for  by  the  much 
lower  lapse  rate  and  greater  persistence  in  the  total  abstainers' 
class. 
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Mr.  Cathles:  But  you  do  not  advocate  insuring  them  at 
lower  rates,  do  you  ? 

Mr.  Pattison:    It  amounts  to  the  same  thing. 

Mr,  Cathles:    I  don't  think  so. 

Mr.  Mead:  I  might  say — of  course,  this  is  based  on  more  or 
less  general  impression,  but  I  think  I  am  correct  in  this  because 
I  have  watched  cases  as  they  come  through  and  that  is,  while  we 
do  not  make  a  specialty  of  insuring  and  offering  special  induce- 
ments to  abstainers,  fully  80  per  cent  of  our  applicants  state  that 
they  are  abstainers. 

Mr.  Cathles:    I  think  that  is  a  general  experience. 

Mr.  Mead:  I  think  that  that  is  a  general  experience  among 
the  smaller  companies  doing  business  in  the  rural  communities. 
I  will  say  though  that  since  .... 

Mr.  Cathles:  He  always  looks  at  me  when  he  says  "rural." 
[Laughter.] 

Mr.  Mead:  I  will  say  that  since  we  began  to  do  business  in 
the  Northwest,  I  believe  that  in  the  first  place  we  did  business 
where  liquors  were  not  permitted  to  be  sold,  at  least  openly,  we 
have  had  more  trouble  with  the  liquor  question  in  connection  with 
inspection  of  risks  than  we  have  had  in  the  entire  history  of  the 
company.     I  refer  to  North  Dakota. 

Mr.  H.  S.  Vail:  If  that  question  were  put  a  little  differently, 
would  it  not  really  be  of  greater  benefit  to  the  Institute?  Let 
us  not  say  "  superstandard  at  lower  rates,"  which  would  give  the 
impression  that  there  are  lower  rates  for  superstandard  risks — 
which  must  have  appeared  to  Mr.  Cathles  to  be  the  case,  for  other- 
wise he  would  not  have  asked  the  question — but  make  it  a  fair  and 
square  statement  that  abstainers  are  classified  according  to  the 
important  feature  of  longevity.  We  all,  I  think,  would  agree, 
everybody  would  agree,  to  the  statement  that  abstainers  are  a 
longer-lived  people  than  those  who  use  liquor,  that  liquor  does 
shorten  life.  Why  not  state  it  simply  that  they  are  classified 
according  to  the  mortality  experience  of  that  class,  and  that 
mortality-experience  classifications  are  carefully  kept,  and  the  sur- 
plus returned  is  proportionately  greater  on  account  of  a  great  saving 
in  the  death-rate.  There  would  in  that  case  be  no  possible  reason 
for  asking  the  question  whether  the  particular  company  wrote  the 
assurance  at  a  lower  rate. 
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Mr.  Bkckktt:  Mr.  Chairman,  1  am  very  much  op{)osed  to 
dividing  up  business  into  classes  or  arbitrary  standards,  whether 
it  is  a  class  or  something  else  that  guides  you  in  your  division.  If 
you  attempt  to  so  divide  your  business  and  watch  the  mortality 
over  a  period  of  twenty  years  or  more,  as  1  have  done,  you  will 
find  very  strange,  unaccountable  fluctuations  among  classes,  and 
I  do  not  think  that  we  have  had  sufficient  experience  over  a  period 
which  would  give  correct  and  accurate  figures  for  calculating  sav- 
ings on  a  one-division  basis  because  of  the  changes  or  fluctuations 
among  classes.  Mr.  Vail  raised  a  point  a  moment  ago  about  get- 
ting higher  mortality  on  lower-priced  contracts.  Practically  the 
most  favorable  mortality  the  State  Life  Insurance  Company  has 
had  for  a  number  of  years  was  on  its  lowest  policy — a  ten-year- 
term  policy.  Therefore  there  is  no  proper  division  line  that  can  be 
drawn  whereby  you  could  say  that  a  certain  class  would  be  entitled 
to  a  lower  rate  than  another  class  because  of  lower  mortality  in 
that  class. 

Mr.  H.  S.  Vail:  It  is  interesting  to  note  that  fact,  as  I  am 
constrained  to  believe  that  the  experience  of  Mr.  Beckett's  com- 
pany must  be  an  exception  to  the  general  experience,  otherwise 
term  contracts  would  not  be  limited  to  low  amounts.  Mr.  Beckett's 
e.xperience  has  been  directly  contrary  to  mine  with  reference  to 
low-rate-term  policies. 

Mr.  Mead:  I  can't  say  that  I  agree  with  Mr.  Beckett  on 
the  value  of  separating  business  into  small  classes.  That  has  been 
demonstrated  in  published  experiences  quite  often.  In  that 
experience,  which  to  my  mind  is  a  very  peculiar  and  remarkable 
one,  published  by  Dr.  Brandreth  Symonds,  of  the  Mutual  Life,  with 
reference  to  family  history  affecting  longevity,  we  find  some  very 
small  classes,  and  each  of  these  classes  shows  the  actual  tendency 
that  you  anticipate  in  those  classes,  which  is  further  confirmed  by 
the  results  of  the  Medico-Actuarial  Investigation.  If  you  will 
refer  to  the  Medico-Actuarial  Investigation  itself  you  will  see 
valuable  results  obtained  there  through  the  segregation  into  small 
classes  and  small  groups.  In  fact  there  was  a  paper  presented  a 
few  years  ago  before  the  Medical  Directors  Association  upon  this 
very  point — upon  the  value  of  small  classes  and  the  value  of  experi- 
ence based  upon  small  classes.  Of  course  that  is  not  directly  in 
line  with  the  topic  brought  up  here  I  believe  with  reference  to  the 
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separation  of  classes  for  the  purpose  of  offering  them  more  favorable 
rates.     I  am  not  in  favor  of  that  myself. 

I  investigated  that  topic  in  connection  with  the  advisability 
of  our  own  company  introducing  a  total  abstainers'  class,  and  we 
gave  up  the  idea  for  the  reason  that  we  felt  that  if  there  was  a 
more  favorable  mortality  in  the  abstainers'  class,  it  would  have 
an  unfavorable  influence  upon  the  experience  in  our  large  group 
which  was  placed  in  another  class,  and  we  could  not  compete  with 
other  companies,  particularly  in  connection  with  participating 
policies.  Furthermore,  there  might  be  more  or  less  misrepresen- 
tation as  to  the  returns  which  might  be  received  in  connection 
with  such  policies. 

Mr.  Beckett:  I  e\-idently  did  not  make  myself  understood. 
Of  course  we  have  results  of  the  experiences  among  the  small  classes, 
but  I  know  of  no  published  experience  that  would  justify  us  in 
making  a  difference  in  the  cost  of  insurance  either  by  lower  pre- 
miums or  by  returns  in  the  form  of  dividends. 

Mr.  Mead:     But  they  are  valuable  for  mortality  investigation. 

Mr.  Buttolph:  Mr.  Chairman,  I  rather  agree  with  Mr. 
Beckett  in  this  matter.  I  think  that  any  classification  that  any 
company  represented  here  could  make  would  bring  into  the  classes 
such  small  numbers  that  no  very  trustworthy  experience  could 
be  secured.  I  have  in  mind  a  case  where  a  few  years  ago  two  or 
three  suits  were  brought  against  one  of  the  eastern  companies 
in  the  state  of  Kentucky,  all  involving  the  same  question  regarding 
the  distribution  of  surplus  under  deferred  dividend  policies.  As 
I  recollect  it  now,  the  claim  had  been  set  up  that  the  policyholders 
of  a  given  class  should  be  kept  entirely  to  themsehes,  and  that  the 
surplus  distribution  should  be  made  on  the  basis  of  the  actual 
mortality  experienced  in  that  particular  class.  The  company 
prepared  some  facts  and  figures  with  regard  to  that  question  which 
I  saw,  and  they  illustrated  very  markedly  that  feature  to  which 
Mr.  Beckett  just  referred,  namely,  that  even  when  the  class  is 
quite  large  there  are  most  peculiar  and  violent  fluctuations  in  the 
rate  of  mortaUty,  even  though  the  mortality  for  as  long  a  period 
as  twenty  years  is  under  consideration. 

From  another  point  of  view  it  seems  to  me  that  any  classifica- 
tion that  could  be  made  might  work  an  injustice  against  other 
policyholders  who  did  not  chance  to  fall  within  that  class.     I  con- 
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sider  it  an  entirely  logical  argument  that  there  may  be  something 
else  involved  in  the  question  of  the  longevity  of  a  class  of  total 
abstainers  than  the  mere  fact  of  abstinence  from  the  use  of  alco- 
holic liquors.  Those  who  are  total  abstainers  may  be  stronger- 
willed  people,  there  may  be  a  great  many  good  things  about  them 
that  make  them  total  abstainers,  but  of  which  the  class  of  total 
abstainers  has  not  an  entire  monoply. 

In  other  words,  you  might  tind  among  men  who  take  an  occa- 
sional drink  the  same  characteristics  that  go  a  long  way  to  make 
of  the  total  abstainers  a  preferred  class,  and  it  seems  to  me  that 
the  same  thing  would  apply  to  almost  any  classification  which  you 
might  bring  about,  namely,  that  the  characteristics  which  enter 
into  the  improvement  of  the  rate  of  mortality  of  that  particular 
class  are  not  confined  to  that  class,  l>ut  are  found  in  other  classes, 
and  by  eliminating  those  who  fall  within  the  set  lines  that  you  have 
drawn  to  set  aside  this  particular  class  from  the  general  bod\'  of 
the  policyholders,  either  in  the  matter  of  charging  them  a  lower 
rate  or  giving  them  a  larger  dividend,  you  are  thereby  working  an 
injustice  upon  the  other  policyholders. 

Now,  unless  a  company  wants  to  go  into  the  business  of  super- 
standard  insurance,  I  do  not  believe  it  is  wise  to  attempt  anything 
at  all  in  this  matter  of  classification  as  relating  to  the  rates  charged 
or  the  dividends  paid. 

Mr.  C.mhles:  I  would  not  like  one  statement  made  by  Mr. 
Mead  and  also  one  made  by  Mr.  Butlolph  to  go  unmodified, 
although  I  think  that  both  of  them  will  agree  to  the  modification. 
It  referred  to  the  working  of  a  possible  unfairness  or  injustice  to  the 
general  body  of  policyholders  by  setting  aside  a  special  class.  If 
that  special  class  were  set  aside  on  the  initiative  of  the  company 
without  previous  agreement  with  the  policyholders,  I  think  that 
that  criticism  would  be  justified;  but  if,  on  the  other  hand,  as  is 
mostly  the  case,  and  I  think  perhaps  always  the  case,  the  applicant 
is  given  the  choice  of  taking  a  policy  in  the  total  abstainers'  class 
at  certain  rates  which  may  be  entirely  different  from  the  rates  in 
the  general  class,  then  I  do  not  think  that  there  can  enter  into  it  the 
question  of  any  unfairness  to  the  general  body  of  policyholders. 

Mr.  Mead:  You  mean  with  reference  to  the  point  made  that 
there  were  just  as  good  risks  outside  of  the  total  abstainers  as 
within  their  ranks  ? 
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Mr.  Cathles:  The  point  was  that  in  the  general  body  of 
policyholders  there  were  many  total  abstainers  and  many  men  who 
were  just  as  good  risks  as  total  abstainers,  although  they  were 
not  total  abstainers.  If  you  go  to  a  man  and  say,  "Now,  if  you 
are  a  total  abstainer  you  can  go  into  this  class  and  be  classed  with 
other  abstainers.  We  have  the  deferred  dividend  policies  that 
we  sell  to  total  abstainers.  We  do  not  sell  participating  policies 
except  to  total  abstainers."  If  he  is  a  total  abstainer  he  can  take 
a  deferred-dividend  policy  at  participating  rates  with  the  promise 
that  that  class  shall  be  considered  separately  in  allocating  divi- 
dends. He  can  take  that  or  he  can  take  a  regular  non-participating 
policy.  In  that  case  I  think  that  when  the  representation  is  made 
to  him  of  the  actual  facts  beforehand  there  can  be  no  charge  of 
discrimination  or  unfairness  or  injustice  to  the  general  body  of 
policyholders. 

Mr.  Coit:  I  should  Hke  to  ask  Mr.  Pattison  whether  he  takes 
applicants  in  that  class  in  all  cases — whether  the  appHcant  is  a 
total  abstainer  who  has  just  signed  the  pledge,  or  whether  he  is  a 
total  abstainer  all  his  life  or  for  just  a  few  years — and  whether  he 
has  a  plan  of  keeping  a  check  on  them.  I  also  want  to  ask  how 
he  would  classify  a  man  who  claimed  to  be  a  total  abstainer  if  he 
took  a  glass  of  eggnog  on  Christmas. 

Mr.  Cathles:  The  method  used  by  my  company  is  to  take  a 
man's  own  declaration  of  at  least  two  years'  total  abstinence  and 
check  it  up  with  the  statements  of  the  medical  examiner  and  the 
inspection  report.  On  the  payment  of  every  renewal  premium 
we  require  an  additional  declaration  from  him  by  allowing  a 
reduction  in  the  premium  each  year  only  on  receipt  of  that  declara- 
tion. The  annual  reduction  allowed  is  roughly  the  result  of  a 
very  arbitrary  sort  of  a  calculation  based  on  25  per  cent  mortality 
savings.  That  is  supposed  to  be  about  the  difference  between  the 
mortality  over  a  period  of  twenty  years  among  total  abstainers 
and  among  ordinary  human  beings. 

Mr.  McBride:  Do  they  frequently  forfeit  that  reduction 
by  confessing  to  a  lapse  from  sobriety  ? 

Mr.  Cathles:  That  is  a  peculiar  situation.  They  do  stop 
sending  in  those  declarations  sometimes,  and  sometimes  they 
come  back  after  two  or  three  years  and  want  to  cash  in  on  those 
two  or  three  years. 
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Mr.  Bowerman:  What  do  you  do,  then,  if  he  doesn't  send  it 
in? 

Mr.  Cathles:     He  pays  the  lull  premium. 

Mr.  Bowerman:    That  puts  him  into  the  general  class? 

Mr.  Cathles:     Yes. 

Mr.  Beckett:  This  subject  is  getting  more  interesting  to 
me  as  we  go  along.  Mr.  Cathles  makes  the  point  that  it  is  all 
right  if  ever\'body  understands  it,  and  Mr.  Pattison  makes  the 
point  that  a  considerable  percentage  of  the  policyholders  are 
abstainers.  I  am  curious  to  know  why  the  man  who  is  not  an 
abstainer,  if  he  understands  this  whole  thing  and  it  is  a  question 
of  dividends,  would  allow  his  mortality  in  with  that  of  the  total 
abstainers.  I  don't  believe  that  the  man  who  is  not  a  total 
abstainer  believes  that  he  is  likely  to  get  less  dividends  on  account 
of  the  favorable  mortality  going  to  those  who  are. 

Mr.  Pattison:  With  reference  to  Mr.  Beckett's  remarks,  I 
may  explain  that  the  whole  argument  raised  by  Mr.  Beckett  is 
based  upon  the  presupposition  that  the  mortality  in  the  general 
class  of  the  company  would  be  higher  on  account  of  the  segregation 
of  the  total  abstainers  into  a  class  by  themselves.  However,  the 
mortality  experienced  by  companies  which  segregate  their  business 
into  two  classes,  composed  of  those  who  are  total  abstainers  and 
those  who  are  not,  would  certainly  seem  to  prove  that  this  is  an 
entirely  wrong  idea.  The  mortality  experienced  in  the  general 
class  of  the  company  with  which  I  am  connected  is  as  favorable  as, 
if  not  more  favorable  than,  the  mortality  experienced  by  companies 
who  do  not  so  segregate  their  business.  I  believe  you  will  tind  it 
to  be  generally  true  that  companies  possessed  of  a  reasonable 
volume  of  business  who  segregate  their  business  in  this  manner 
do  not  experience  a  higher  death-rate  in  the  general  class  of  their 
business  than  is  experienced  by  companies  that  are  not  segregating 
their  business  in  this  way. 

I  believe  that  the  underlying  cause  for  this  remarkably  low 
mortality  in  both  the  total  abstainers'  and  also  the  general  class 
in  companies  which  segregate  their  business  in  this  way  is  that  the 
agents  of  such  companies  make  a  thorough  canvass  of  total  ab- 
stainers. By  making  an  active  canvass  of  total  abstainers  and 
obtaining  the  support  and  assistance  of  this  class  of  people,  who 
are  perhaps  cranks  on  the  subject  of  total  abstinence,  the  agent 
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makes  his  canvass  among  prospects  who  are  in  a  very  desirable 
class  from  a  life  insurance  slandpoinl,  and  the  applicants  who 
enter  the  general  class  of  the  company  possess  some  of  the  char- 
acteristics which  go  toward  making  total  abstainers  as  a  class 
superstandard  risks.  Also  your  agent  must  be  a  high-grade  man 
in  order  to  canvass  in  this  class  of  business.  The  experience  of 
our  companv  would  seem  to  prove  that  instead  of  doing  the  policy- 
holder in  the  general  class  an  injustice  we  are  doing  him  a  favor 
by  letting  him  belong  to  our  company. 
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SYNOPSIS   OF   MINUTES    OF   THE   MEETING   OF   THE 

INSTITUTE,  NOVEMBER  8  AND  9,  1917,  AT  THE 

HOTEL  LASALLE,  CHICAGO 

The  meeting  was  called  to  order  by  the  President  at  10:  25  a.m., 
and  the  following  Fellows  and  Associates  answered  to  the  roll  call: 


S.  E.  Allison 
().  J.  Arnold 

C.  H.  Beckett 
J.  P.  Bowerman 
R.  C.  Burton 
Henry  \V.  Buttolph 
J.  C.  Cameron 

D.  F.  Campbell 
Carroll  B.  Carr 
Edwin  R.  Carter 


George  \V.  Bishop 
Helen  E.  Brown 
Robert  N.  Griswold 
Grady  H.  Hipp 


FELLOWS 

L.  M.  Cathles 
Ralph  B.  Coit 
H.  C.  Corbett 
F.  A.  Draper 
James  Fairlie 
George  Graham 
Franklin  B.  Mead 
P.  v.  ^lontgomery 
\\'m.  O.  Morris 
George  B.  Pattison 

ASSOCL\TES 

E.  L.  Marshall 
J.  D.  Maynard 
E.  L.  Porter 


Albert  G.  Portch 
H.  L.  Rietz 
J.  C.  Rietz 
J.  Charles  Seitz 
B.  J.  Stookey 
CM.  Vail 
H.  S.  Vail 
H.  E.  \'inebcrg 
R.  M.  Wilbur 


M.  R.  Scott 
Guy  L.  Stayman 
H.  S.  Wiggins 


The  following  contributing  member  companies  were  also 
represented  by  others  than  Fellows  or  Associates: 

CONTRIBUTLNG  MEMBERS 

Central  Life  of  Illinois. S.  M.  Bradford,  Secretary 

Central  States  Life  of  St.  Louis W.  H.  McBride,  Secretary 

Federal  Life (j^^^^  ^^-  Hamilton  President 

(L.  B.  Cavenaugh,  Assistant  Secretary 

Franklin  Life Henry  Abels,  President 

Kansas  City  Life F.  L.  Williams 

Lafaj'ette  Life W.  W.  Lane,  Secretary 

Lincoln  National  Life A.  L.  Dern 

Midland  Mutual  Life  of  Ohio G.  W.  Steinman,  Secretary 

Ohio  State  Life A.  W.  O'Keefc 

Register  Life A.  E.  Littig 

Reliance  Life J.  X.  Jamison,  Assistant  Secretary 

Mr.  Arnold,  for  the  Committee  on  Arrangements,  made 
announcement  as  to  the  arrangement  for  entertainment  of  ladies 
and  as  to  the  dinner  in  the  evening. 
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The  President  then  presented  his  annual  address,  printed 
elsewhere  in  The  Record. 

At  the  conclusion  of  the  President's  remarks,  upon  motion,  the 
minutes  of  the  last  annual  meeting  of  the  Institute,  as  printed  in 
The  Record  of  that  date,  were  approved  as  printed. 

The  Secretary  then  presented  a  summary  of  the  business 
transacted  by  the  Board  of  Governors  since  the  last  meeting  of  the 
Institute,  and  this  was  approved  and  the  action  of  the  Board 
confirmed. 

Announcement  was  made  that  upon  recommendation  of  the 
President  a  committee  composed  of  Messrs.  H.  L.  Rietz,  Glover, 
Kime,  and  Stein  had  been  appointed  by  the  Board  to  keep  in 
touch  with  and  to  report  upon  current  publications  of  interest  to 
the  members  of  the  Institute. 

ISIr.  Buttolph,  of  the  Committee  on  Papers,  made  report  that 
one  paper  had  been  submitted  and  approved  for  presentation  to 
the  June,  1918,  meeting,  and  took  occasion  to  urge  other  members 
contemplating  the  submitting  of. papers  to  have  them  in  the  hands 
of  the  committee  at  the  earliest  practicable  date. 

The  Secretary  announced  the  death  of  Mr.  Geert  Andries  Van 
der  Sluis,  of  St.  Paul,  Minnesota,  a  Fellow  of  the  Institute,  and  the 
President  was  directed  to  appoint  a  committee  to  take  proper 
action  in  the  matter. 

The  Institute  then  proceeded  to  discuss  the  formal  papers 
presented  at  the  June,  191 7,  meeting  of  the  Institute,  such  dis- 
cussions being  reprinted  in  No.  14  of  The  Record. 

At  12:30  P.M.  the  Institute  adjourned,  to  reconvene  at  2:00 
P.M.,  when  a  discussion  of  the  formal  papers  was  completed  and  the 
subjects  for  informal  discussion  taken  up,  adjournment  being 
taken  at  4:45  p.m.  until  10:00  a.m.,  November  9. 

The  second  day's  session  of  the  Institute  was  called  to  order  by 
the  President  at  10:30  a.m.,  and  upon  motion  the  Board  was,  by  a 
unanimous  vote,  authorized  to  waive  the  dues  of  any  members 
of  the  Institute  serving  in  the  military  and  naval  forces  of  the 
United  States. 

The  Institute  then  continued  the  discussion  of  subjects 
announced  by  the  Program  Committee  for  informal  discussion, 
adjourning  at  12:45  ^■^-  ^^r  luncheon,  and  reconvening  at  2:00 
p.m.,  with  Vice-President  Mead  in  the  chair.  At  5:00  p.m.  the 
Institute  adjourned  sine  die. 


19 1 y]  President's  Address  271 


ADDRESS  OF  THE  PRESIDENT,  ALBERT 
GARFIELD  PORTCH 

It  has  been  the  custom  of  my  predecessors  in  office,  a  very 
happy  custom,  I  think,  to  make  the  presidential  remarks  simply  a 
brief  resume  of  events  interesting  to  the  Institute,  and  I  shall  on 
this  occasion  be  glad  to  continue  that  custom. 

Our  last  meeting  was  held  on  a  day  that  will  always  be  remem- 
bered in  the  history  of  our  country.  On  June  5,  191 7,  the  young 
manhood  of  the  United  States  of  America  placed  itself  to  a  man 
behind  our  President  and  behind  the  forces  of  the  world's  democ- 
racy. I  understand  that  several  of  the  members  of  this  Institute 
have  already  entered  active  service  on  behalf  of  our  country,  and 
I  wish  to  suggest  that  our  editor  maintain  in  The  Record  a  roll  of 
honor  embracing  the  names  of  those  of  our  members  who  enter 
active  service.  I  hope  to  suggest  tomorrow  to  our  Board  of 
Governors  that  if  they  find  it  advisable  the  Institute  shall  waive 
the  fees  of  such  members  during  their  active  service.  I  think 
that  this  is  the  least  the  Institute  can  do  for  the  men  who  are  going 
to  the  front. 

Another  matter  of  interest  is  the  government  provision  for  the 
insurance  of  Army  and  Navy.  Our  Institute  was  signally  honored 
by  having  two  of  its  officers,  the  \'ice-President  and  the  President, 
members  of  the  committee  appointed  by  the  Secretary  of  the 
Treasury  to  consider  a  method  of  providing  insurance  and  indem- 
nity for  our  Army  and  Navy.  I  do  not  believe  that  there  is  need 
for  me  to  describe  the  terms  and  conditions  under  which  that 
insurance  and  indemnity  are  being  effected.  So  much  has  appeared 
in  the  public  press  and  in  the  insurance  papers  that  I  feel  that 
every  member  of  the  Institute  must  be  sufficiently  familiar  with 
the  details  of  the  scheme.  I  merely  wish  to  make  two  general 
observations  on  the  matter.     The  first  is  this: 

Some  few  of  the  newspapers  of  the  country,  while  not  making 
a  deliberate  charge,  have  insinuated  that  the  insurance  companies 
of  the  country  opposed  the  provision  for  indemnity  and  insurance 
of  our  Army  and  Navy.  I  believe  that  I  can  say  without  any 
question  whatever  that  this  is  absolutel\'  untrue.     I  might  say 
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that  I  have  been  interested  in  this  matter  almost  from  the  begin- 
ning, and  at  no  time  have  I  seen  any  disposition  among  insurance 
officials  to  oppose  adequate  provision  for  the  insurance  of  our 
soldiers  and  sailors. 

Whatever  opposition  there  was,  if  it  could  be  termed  oppo- 
sition, was  simply  on  the  question  of  method.  Quite  a  number 
of  our  best  insurance  men  have  not  agreed  entirely  with  the  method 
proposed  by  the  government.  They  believe  it  impossible  of 
efficient  operation  perhaps;  at  any  rate,  very  difficult  of  operation. 
But  at  no  time,  so  far  as  I  know,  and  I  believe  so  far  as  anybody 
knows,  has  there  been  any  opposition  on  the  part  of  insurance  men 
in  this  country  to  the  adequate  protection  of  our  soldiers  and 
sailors  and  their  dependents. 

My  second  observation  on  the  matter  is  this:  While  you  and  I, 
and  perhaps  the  majority  of  insurance  men,  have  not  agreed 
entirely  with  the  method  proposed  by  the  government,  and  beUeve 
perhaps  that  the  method  proposed  by  our  government  is  not  the 
best  possible  method  of  carrying  out  this  insurance,  yet  I  feel  very 
strongly  that  we  must  now  forget,  absolutely  forget,  any  such 
disagreement  even  on  this  minor  point.  The  insurance  bill  is  now 
law.  I  believe  that  it  is  the  duty  of  every  one  of  us  to  do  every- 
thing possible  to  make  that  law  as  forceful  and  efficient  as  we 
possibly  can.  You  I  hope  will  find  yourselves  in  the  same  position. 
I  believe  that  every  one  of  us  should  now  stand  behind  the  govern- 
ment and  do  everything  he  possibly  can  to  make  the  Insurance 
bill  satisfactory.  I  have  heard  a  few  men  say,  "The  scheme  will 
kill  itself  because  it  is  unworkable."  That  is  an  unworthy  attitude. 
It  is  one  that  we  cannot  assume.  Let  us  try  to  make  the  law 
workable.  Let  us  do  everything  possible  to  make  it  effective.  I 
feel  sure  that  every  member  of  the  American  Institute  of  Actuaries 
will  do  everything  possible  by  way  of  advising  soldiers  and  sailors 
in  the  matter  of  their  insurance  and  by  way  of  assisting  the  govern- 
ment insurance  department,  if  called  upon,  to  make  this  law 
work  out  in  the  most  satisfactory  manner  for  our  soldiers  and 
sailors  and  their  dependents. 

Another  matter  that  has  come  rather  forcibly  to  our  attention 
recently  is  the  question  of  war  ta.xes.  None  of  us,  I  presume, 
agrees  with  the  principle  of  taxing  life  insurance  or  life  insurance 
premiums.     However,   a  provision   for   such   ta.xation   has   been 
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made,  and  I  feel  with  regard  to  it  just  as  I  feel  with  regard  to  the 
insurance  of  the  Army  and  Navy,  that  we  must  do  everything 
possible  to  assist  the  government  in  its  methods  at  the  present 
time.  The  policy  tax  is  in  force.  It  is  a  war  tax.  It  is  a  lax  that 
the  life  insurance  companies  are  going  to  support  most  loyally. 
The  question,  the  only  (juestion,  that  comes  to  us  now  is  how  best 
we  shall  do  it.  This  question  perhaps  concerns  most  intimately 
those  companies  in  our  membership  that  are  doing  a  non-participat- 
ing business  at  comparatively  low  rates.  My  personal  attitude 
on  the  question  is  this:  Whether  or  not  a  company  will  increase 
its  non-participating  rates  to  cover  war  taxes  is  a  matter  entirely 
for  the  company  to  decide.  If  the  company  can  possibly  get  along 
without  increasing  its  rates,  I  hope  that  it  will  do  so.  My  thought 
is  that  nothing  should  be  done  that  can  possibly  be  avoided  if  it 
will  disturb  the  business  in  any  way  at  the  present  critical  time. 
The  question  of  increase  in  rates  is  to  my  mind,  therefore,  a  ques- 
tion for  the  individual  companies  to  decide.  I  feel  that  that  is  a 
question  that  can  be  safely  left  to  each  company  and  its  actuary. 

Leaving  the  question  of  taxation,  we  come  to  another  question 
that  is  in  our  minds  at  the  present  time:  What  will  be  the  trend  of 
mortality  during  the  next  few  years  ? 

Several  companies  I  understand  report  during  the  present  year 
a  noticeable  increase  in  mortality  rate.  The  explanation  is  rather 
difficult  to  find.  On  the  surface  there  would  seem  to  be  nothing 
that  would  increase  the  mortality  rate  generally  during  the  past 
few  months.  The  only  obvious  explanation  is  that  the  war  may 
have  caused  a  mental  strain  on  many  people  who  are  perhaps  not 
in  first-class  health,  and  the  increase  in  mortality  may  be  due  to 
some  extent  to  that  feature.  I  understand  that  a  similar  increase 
in  mortality  was  experienced  in  England  during  the  early  part  of 
the  war,  but  that  mortality  from  this  source  did  not  show  any 
particular  increase  after  the  early  effects  of  the  war  had  worn  off. 

Outside  of  this  feature  what  will  probably  be  the  mortality 
trend  ?  With  regard  to  new  business,  of  course,  each  company  can 
protect  itself.  Whether  or  not  a  company  will  experience  a  heavy 
mortality  on  new  business  on  account  of  the  war  risk  is  a  matter 
entirely  in  its  own  hands,  because  it  can  accept  such  risks  or  not  as 
it  pleases.  The  more  serious  question  is  the  trend  of  mortality 
among  policies  already  on  the  books.     Most  of  that  business  being 
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without  provision  with  regard  to  military  and  naval  service.  I 
believe  that  we  shall  undoubtedly  have  the  same  experience  that 
the  Canadian  companies  have  had,  namely,  that  the  mortality  on 
the  business  in  force  will  show  a  considerable  increase.  An 
actuary  of  one  of  the  Canadian  companies  told  me  a  while  ago  that 
they  were  not  much  troubled  with  the  mortality  on  new  business, 
but  that  the  mortality  on  the  old  business  had  been  quite  a  serious 
problem. 

What  of  the  future  ?  What  may  we  expect  for  the  immediate 
future  of  life  insurance  in  this  country  ?  I  am  very  optimistic  on 
this  point.  Quite  a  number  of  insurance  men  feel  that  the  govern- 
ment provision  for  insurance  of  Army  and  Navy  will  restrict  the 
operations  of  the  companies,  will  cause  a  heavy  lapse  rate,  and  will 
remove  a  considerable  number  of  men  from  the  companies'  field. 
But  there  is  an  entirely  different  side  to  the  question,  and  to  my 
mind  it  is  a  very  much  more  important  aspect.  The  government 
of  the  United  States  has  put  its  official  seal  of  approval  on  the 
business  of  life  insurance.  I  believe  that  after  the  war  is  over  this 
will  mean  far  more  to  the  life  insurance  agent  and  to  the  life 
insurance  company  than  any  possible  interference  with  their 
business  through  the  government  life  insurance  scheme  for  Army 
and  Navy.  I  can  think  of  nothing  better  for  our  companies  and 
for  our  business  than  that  our  government  should  say  that  life 
insurance  is  a  real  necessity. 

Furthermore,  in  general  conditions  I  look  for  great  prosperity. 
We  may  be  unsettled  for  a  short  time,  but  the  future  shows  noth- 
ing black  to  me.  I  anticipate  not  only  great  prosperity  throughout 
the  country  but  a  general  advance  in  the  success  of  our  companies. 
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CONSTITUTION 


NAME 


Article  I.  This  organization  shall  be  called  ''American  Insti- 
tute OF  Actuaries." 

OBJECT 

Art.  II.  The  object  of  the  American  Institute  of  Actuaries 
is  to  advance  the  Science  of  Insurance  Mathematics  and  the 
knowledge  of  the  theory  and  practice  of  Life  Insurance  and  related 
interests  by  associating  together  persons  of  like  interests. 

membership 

Art.  III.  The  membership  of  the  Institute  shall  be  composed 
of  three  classes,  Fellows,  Associates,  and  Contributing  Members. 

officers 

Art.  IV.  The  Officers  shall  consist  of  a  President,  a  Vice- 
President,  a  Secretary,  a  Treasurer,  a  Librarian,  and  an  Editor 
of  The  Record. 

GOVERNORS 

Art.  V.  The  Board  of  Governors  shall  consist  of  the  Officers, 
the  ex-Presidents,  if  Fellows,  and  six  other  Fellows. 

DUTIES   OF   OFFICERS   AND   GOVERNORS 

Art.  VI.  The  duties  of  the  officers  shall  be  such  as  usually 
appertain  to  their  respective  offices  or  as  may  be  prescribed  from 
time  to  time  by  the  Board  of  Governors.  The  duties  of  the  Board 
of  Governors  shall  be  in  general  to  manage  the  affairs  of  the 
Institute.  It  shall  have  the  power,  if  the  Institute  be  not  then 
in  session  in  annual  meeting,  to  fill  all  vacancies  occasioned  by 
death  or  resignation  of  Officers  or  Governors,  such  appointees 
to  serve  until  the  next  annual  meeting  of  the  Institute  and  until 
their  successors  be  elected.  Appropriate  subcommittees  may  be 
appointed  by  the  Board  of  Governors  for  such  matters  as  from 
time  to  time  may  be  found  desirable. 
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ELECTION   OF   OFFICERS   AND   GOVERNORS 

Art.  VII.  The  President,  Vice-President,  Secretary,  and 
Treasurer  shall  be  elected  at  each  annual  meeting  to  serve  until 
their  successors  be  elected.  The  President  and  Vice-President 
shall  not  be  eligible  for  election  to  the  same  office  at  three  suc- 
cessive annual  meetings.  The  Librarian  and  the  Editor  of  The 
Record  shall  be  elected  by  the  Board  of  Governors,  subject  to 
confirmation  by  the  Institute  at  each  annual  meeting,  and  shall 
serve  until  their  successors  be  elected.  At  each  annual  meeting 
two  Governors  shall  be  elected  to  serve  until  the  third  succeeding 
annual  meeting  and  until  their  successors  be  elected.  They  shall 
not  be  eligible  for  election  to  succeed  themselves  at  the  same 
meeting  at  which  their  terms  expire.  Any  vacancies  existing  on 
the  Board  shall  be  filled  by  election  at  each  annual  meeting,  the 
Fellow  so  elected  to  serve  during  the  unexpired  term  of  his  prede- 
cessor.    All  elections  shall  be  by  ballot. 

MEETINGS 

Art.  VIII.  The  annual  meeting  of  the  Institute  shall  be  held 
between  the  fifteenth  day  of  May  and  the  fifteenth  day  of  June  in 
each  year  on  a  date  and  at  a  place  to  be  designated  by  the  Board  of 
Governors.  Forty  days'  notice  of  the  time  and  place  of  meeting 
shall  be  given  the  membership  by  the  Secretary.  Other  meetings 
may  be  called  by  the  Board  of  Governors  or  shall  be  called  by  the 
President  upon  the  request  in  writing  of  not  less  than  ten  Fellows 
and  not  less  than  twenty  days'  notice  shall  be  given  of  such  meeting. 

ASSOCI.\TES 

Art.  IX.  Anyone  at  least  twenty-one  years  of  age  pursuing 
actuarial  studies  and  looking  forward  to  a  future  Fellowship  may 
be  enrolled  as  an  Associate  under  the  following  conditions:  that 
he  shall  be  nominated  by  at  least  two  Fellows  of  the  Institute; 
that  a  confidential  notice  of  such  nomination  shall  be  given  by 
the  Secretary  to  each  Fellow  of  the  Institute;  that  this  nomination 
shall  be  approved  by  the  Board  of  Governors  not  less  than  twenty 
days  after  such  notification  of  nomination  has  been  given;  that 
he  shall  pay  such  examination  fee  and  pass  such  preliminary  e.xani- 
ination  as  shall  be  prescribed  by  the  Board  of  Governors.     If  the 
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Board  of  Governors  finds  that  a  candidate  has  passed  an  equivalent 
examination  required  by  another  recognized  society  of  actuaries, 
or  has  had  such  practical  experience  as  in  its  opinion  renders  him 
qualified  for  Associateship,  it  may  waive  the  examination  herein 
required.  An  Associate  shall  be  entitled  to  all  the  privileges  of 
the  Institute  except  those  of  voting  and  holding  office. 

ADMISSION   TO   FELLOWSHIP 

Art.  X.  Any  Associate  whose  application  shall  be  approved 
by  the  Board  of  Governors  may  become  a  Fellow  if  at  least  twenty- 
live  years  of  age  under  the  following  conditions:  Every  member 
of  the  Board  of  Governors  shall  have  confidential  notice  of  the 
application  at  least  twenty  days  prior  to  the  meeting  at  which  it 
shall  be  acted  upon,  and  the  applicant  shall  pay  such  fee  and  pass 
such  final  examination  as  shall  be  prescribed  by  the  Board  of 
Governors.  Otherwise  no  one  shall  be  admitted  as  a  Fellow  unless 
recommended  by  a  duly  called  meeting  of  the  Board  of  Governors 
followed  by  a  ballot  of  the  Institute  either  in  person  or  by  mail. 
Confidential  notice  of  such  recommendation  shall  be  mailed  by 
the  Secretary  to  every  Fellow,  and  after  twenty  days  if  not  more 
than  four  negative  votes  and  aflftrmative  votes  of  not  less  than  half 
the  total  number  of  Fellows  have  been  cast  the  applicant  shall 
become  a  Fellow. 

CONTRIBUTING   MEMBERS 

Art.  XL  Contributing  Members  shall  be  legal  reserve  Life 
Insurance  Companies  applying  for  such  membership  and  elected 
thereto  by  a  majority  vote  of  the  Board  of  Governors.  Contribut- 
ing Members  shall  have  the  use  jointly  with  other  Members  of 
the  Library  under  the  rules  of  the  Institute  governing  the  same. 
Any  person  nominated  by  a  Contributing  Member  shall  have  the 
privileges  of  Associates  at  any  of  the  annual  or  special  meetings  of 
the  Institute  except  during  executive  sessions. 

QUORUM 

Art.  XII.  Four  members  of  the  Board  of  Governors  shall  con- 
stitute a  quorum;  at  any  duly  called  meeting  of  the  Institute 
fifteen  Fellows  shall  constitute  a  quorum. 
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EXPULSION   OR   SUSPENSION   OF   MEMBERS 

Art.  XIII.  The  Board  of  Governors  shall  receive  and  hear  all 
complaints  preferred  by  any  Fellow  of  this  Institute  against  any 
other  Fellow  or  Associate  for  misconduct  in  his  relations  to  the 
Institute,  or  in  his  profession,  or  the  practice  thereof,  or  affecting 
the  interests  of  the  actuarial  profession;  provided  such  complaints 
shall  be  in  writing  plainly  and  specifically  stating  the  matter  com- 
plained of,  and  subscribed  by  the  complainant. 

The  proceedings  of  the  Board  of  Governors'  upon  such  com- 
plaint shall  be  deemed  confidential  and  kept  secret  except  so  far  as 
written  or  printed  reports  of  the  same  shall  be  necessarily  and 
officially  made  in  the  Institute. 

Each  party  may  appear  personally  and  by  counsel.  Witnesses 
shall  vouch  for  the  truth  of  their  statements  on  their  word  of 
honor.  The  Board  of  Governors  shall  make  its  decision,  and  if  it 
finds  the  complaint  to  be  true  and  of  sufficient  importance,  it  will 
so  report  to  the  Institute  with  its  recommendations. 

The  Institute  will  take  such  action  on  the  report  as  it  shall  see 
fit;  but  no  member  shall  be  expelled  or  suspended  unless  by  a  vote 
of  at  least  two-thirds  of  the  members  present  and  voting. 

Art.  XIV.  No  resolution  expressive  of  opinion  shall  be  enter- 
tained at  any  meeting. 

AMENDMENTS 

Art.  XV.  Upon  the  written  request  of  five  Fellows  of  the 
Institute,  the  Secretary  shall  forthwith  transmit  by  mail  to  the 
Fellows  of  the  Institute  any  proposed  amendment  to  this  Constitu- 
tion, and  such  amendment  shall  become  effective  provided  it  shall 
receive  the  favorable  vote  of  two-thirds  of  the  Fellows  present  and 
voting  at  the  duly  called  meeting  of  the  Institute  next  succeeding 
the  maihng  of  such  notice  by  the  Secretary,  and  held  not  less  than 
thirty  days  after  the  maihng  of  such  notice. 


1917]  By-Laws  279 


BY-LAWS 

Article  I.  Order  of  Business. — At  a  meeting  of  the  Institute 
the  following  order  of  business  shall  be  observed,  unless  the 
Institute  votes  otherwise  for  the  time  being: 

1.  Calling  of  the  roll. 

2.  Address  or  remarks  by  the  President. 

3.  Minutes  of  the  last  meeting. 

4.  Summary  of  the  business  transacted  by  the  Board  since  the 
last  meeting  of  the  Institute,  presented  for  its  information  and 
approval. 

5.  Candidates  for  Fellowship  considered  and  voted  upon. 

6.  Rep)orts  of  Committees  and  OfBcers. 

7.  At  annual  meeting,  election  of  Officers  and  Governors. 

8.  Unfinished  business;  new  business. 

9.  Reading  of  papers  prepared  for  presentation  to  the  Institute. 
10.  Discussion  of  papers  presented. 

The  Board  of  Governors'  meetings  shall  proceed  in  this  order 
as  far  as  it  may  apply  to  them. 

Art.  II.  Meetings  of  the  Board  of  Governors  shall  be  called 
whenever  the  President  or  four  members  of  the  Board  of  Gov- 
ernors so  request,  but  not  without  sending  notice  to  each  member 
of  the  Board  ten  or  more  days  before  the  time  appointed.  Such 
notice  shall  state  the  subjects  intended  to  be  brought  before  the 
meeting;  should  other  matters  be  passed  upon,  any  member  of 
the  Board  shall  have  the  right  to  reopen  the  same  at  the  next 
meeting. 

Art.  III.  Duties  of  Officers. — The  President,  or  in  his  absence, 
the  Vice-President,  shall  preside  at  meetings  of  the  Institute  and 
of  the  Board.  At  the  Institute  meetings  the  presiding  Officer  shall 
vote  only  in  case  of  a  tie,  but  "at  the  Board  meetings  he  may  vote 
in  all  cases. 

The  Secretary  shall  keep  a  full  and  accurate  record  of  the  pro- 
ceedings at  the  meetings  of  the  Institute  and  of  the  Board,  send  out 
calls  for  the  said  meetings,  and,  with  the  approval  of  the  President, 
carry  on  the  correspondence  of  the  Institute.     Subject  to  the 
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direction  of  the  Board,  he  shall  have  immediate  charge  of  the 
office  and  archives,  and  other  chattels  of  the  Institute. 

The  Editor  of  The  Record,  under  the  general  supervision  of 
the  Board,  shall  have  charge  of  all  matters  connected  with  editing 
and  printing  the  Institute  publications.  There  shall  be  a  publica- 
tion known  as  "  The  Record,"  which  shall  contain  only  the  proceed- 
ings of  the  meetings,  original  papers  presented  by  Fellows  and 
written  by  Fellows  or  Associates,  and  such  discussions  or  other 
matters  as  may  be  expressly  authorized  by  the  Board  of  Governors. 

The  Treasurer  shall  send  out  calls  for  annual  dues  and  acknowl- 
edge receipt  of  same;  pay  all  bills  approved  by  the  President  for 
expenditures  authorized  by  the  Board  or  the  Institute;  keep  a 
detailed  account  of  all  receipts  and  expenditures,  and  present  an 
abstract  of  the  same  at  the  annual  meetings  after  it  has  been 
audited  by  a  Committee  of  the  Board. 

Art.  IV.  Dues. — ^Each  Fellow  shall  pay  ten  dollars^  each  Con- 
tributing Member  ten  dollars,  each  Associate  five  dollars,  upon 
entrance,  and  a  like  amount  at  each  annual  meeting  thereafter, 
except  in  the  case  of  Fellows  not  residing  on  this  continent,  who 
shall  pay  five  dollars  annually  at  the  time  stated. 

It  shall  be  the  duty  of  the  Treasurer  to  notify  by  mail  any 
Fellow.  Associate,  or  Contributing  Member  whose  dues  may  be  six 
months  in  arrears,  and  to  accompany  such  notice  by  a  copy  of  this 
article.  If  such  Fellow,  Associate,  or  Contributing  Member  shall 
fail  to  pay  such  dues  within  three  months  from  the  time  of  mailing 
such  notice,  the  Treasurer  shall  report  the  delinquent  to  the  Board, 
by  whom  the  name  of  such  member  shall  be  stricken  from  the  rolls, 
and  such  member  shall  cease  to  be  a  Fellow,  Associate,  or  Con- 
tributing Member  of  the  Institute.  Such  Member  may,  however, 
be  reinstated  by  vote  of  the  Board  and  upon  payment  of  arrears 
of  dues. 

Art.  V.  Designation  by  Initials. — Fellows  of  the  Institute  are 
authorized  to  append  to  their  names  the  initials  F.A.I.A.,  and 
Associates  are  authorized  to  append  to  their  names  the  initials 
A.A.I.A. 

Art.  VI.  Amendments.— These  by-laws  may  be  amended  by 
an  affirmative  vote  of  two-thirds  of  the  Fellows  present  at  any 
meeting  held  at  least  three  months  after  notice  of  the  propose'd 
amendment  shall  have  been  sent  to  each  Fellow  by  the  Secretary. 


